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Consolidated Financial Highlights '
Kawasaki Heavy Industries, Ltd. and Consolidated Subsidiaries
‘Years ended March 31 .
‘. ' |
|
. . Thousands of
. Millions of yen U.5. dollars
2006 2005 | 2004 2006
:For the year: : _
" Netsales,..\......... i TR T ¥1,322,487 . ¥1',241,59|2 ¥1,160,252 . $1.1‘258'083
Operating income......... T — SRS OSSO TOTSRRN 41,795 : 24,74?1 22,250 355,793
: Net incon?e .......... ireenaur et e ee e sa s e e £ e by e eE e e s h et emeaeR e r et et en e bnen ey 16,467 ] 1,47? ‘ 6,333 140,180
- Net cash provided by operating activities ... 45,761 71,422 42,811 389,555
| Capital expenditures. ......vvorr oo e 41,724 : 29,69|2 41502 355,189
v ' | '
Per share (in yen and U.S. dollars): - |
. EBMNINGS Per Sare-—Ba8IC oo D ¥11.2 . 0. ¥4.4 $0.10
Earnings per share—diluted........ e e 9.4 : 68 4.2 0.08
- Cash dIVIENGS 1.oocie.o oot 3.0 | 28 20 0.03
i : j
At year-end: !l
“ Total assets ... e T, e ¥1,284,085 ¥'|,j'1 94,47:? ¥1,156,204 $10,931,174
Total shareholders’ @GUItY ..ot 237,588 201,465 190,175 2,022,542
‘ . ‘ | :
:Orders received and outstanding: : 7
‘1 Orders received duriné; the fiscal year ..o ¥1,351,631 ¥ ,I1301 ,845‘ ¥1,226,728 $11,506,180
: Order backlog at fi“scall year-end .............................................................. 1,310,444 1,:254,40? 1,189,374 11,155,563

Note: All dollar figures herein refer to U.S. currency. Yen amounts have been translated, for convenience only, et ¥117.47 to US$1, the approximate
1

rate of exchange at March 31, 2006,

|
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Perfo,rrﬁﬁancef in Fiscal 2006

i 4
e |

The Ja{pariese economy remained on an expansionary
trend durifig fiscal 2006, ended March 31, 2006, pro-

. | i
pelled by growth in personal consumption and exports,

as'well as i'rjcreas;es in private capital investment driven
by an impfovement in-corporate earnings. Overseas,

eeconomicexpansicn also continued to be generally

'strong, esdecially in the United States and China, with

1
the economles of Europe experiencing a recovery

i
trend. .. ) ,
. , i
Nevertheless the operating environment for the
Kawasakl Heavy Indus‘mes (KHI} Group contlnued to

preser\t challenges Lackluster conditions prevalled in

the domestic pubhc works market, and prices of raw

materials, such as steel and crude ofl, remained at high

levels, whlle prlces of mere costly materials, such as

aluminum and tltamum rose sharply and shortages

emerged., |

. ! = !
The KHI Group aggresswefy confronted the chal-
Ienges and opportunities in the operating environ-

. ment, successw‘ully securing total orders of ¥1,351.6

bl”lOn a |eve| that exceeded that of the previous year
by ¥49.8 bulhon or 3.8%. Although orders reported by -
the Shlpbmldmg 'and Plant & Infrastructure Engineer-

‘ing segments were down frem the previous year, the

Rolling Stéck & Construction Machinery and the Gas
Turbin;es Sf;MacHIinery segments posted increases

in new orders Turning to revenues, net sales rose
¥80 9 bllllon or 6'5% to ¥1,322.5 billion, mainly due
to mcreased sales in the Aerospace and Consumer
Products & Machlnery segments.

I ,
Operating income climbed a substantial ¥17.1 billion,

or 68.9%, to ¥41.8 billion. This improvement resulted
frem a'corﬁbinati!on of the positive effect of a weaker
yen ageins't the U.S. dollar, growth in the Aerospace
and Consumer Products & Machinery segments,
mprovement in the performance of the Gas Turbines

& Machinery segment,jand other factors. Net income |
amounted to ¥16.5 billion, representing an increase of
¥5.0 billion, or 43.5% over the previous fiscal year. -

'
T

Our basic poliqi/ is to ersure stabie cash dividends

for our sharehOiders while paying careful attention to
increasing retained earnings with a view to strengthen-
ing and expandmg oun earnings power and business

foundation for future growth. In view of this basic polx-

\
_cy and after overall consideration of perfarmance, the

level of retained earnidqs and other factors, we pro-
posed and received approval from shareholders to
increase the annual cash dividend for fiscal 2006 to
¥3.0 per share: i

. b .
Basic Management Policies

| . !

The KHI'Group |defines its corporate mission as draw-
ing fully on its broad ba,e of advanced technologies to

" create new value by offe ring products that almost liter-

ally work modern-dfay wanders on land, at sea, and in
the air while rerhaining true to its corporate philosophy
of contributing to the development of societies arcund
the world. Through these activities, the Group endeav-
ors to enhance customer satisfaction and enhance its
corporate valu'eH by offering its customers superior
products and services that are differentiated by their
technology and brand LF:ower The ultimate goal of the
Group's managiement sirategies is to meet the axpec-
tations, first and forernpst of our shareholders as well
as our customers, employees, and the commdmtles we

senve.

v

i
To respond to ihvestors' expectations for profitability,
we have adopted before-tax return on invested capital
(ROIC), defined as earnings before interest and taxes
(EBIT) divided by mvested capital, as our measure of
performance. TcIJ rpammrze ROIC, we are working to
expand earnings while endeavoring to increase invest-

ment efficiency,iwfflj the goal of strengthening our

financial position.

Annual Report;'2006 | 3. i
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The current fiscal year, ending in March 2007, is the
final year of an|ongoing medium-term businéss plan

that has the objectives of creating a high-margin
earnings struclt|ure by reforming our business portfolio
to respond effectively to changes in the operating
environment and to achieve sustainable growth.

|
In implementing this medium-term plan, we are
exercising selectivity and focus in the allocation of
resources among our various businesses. We have
selected the A(larospace, Consumer Products &
Machinery, Rollling Stock, and Gas Turbines &
Machinery businesses s core and developing busi-
nesses and are prioritizing investments in these areas
with the goal of strengthening these businesses as key
earnings generators. On the other hand, in view of
growing international competition and stagnation in
public works investment in Japan, we have positioned
the Shipbuildi'nlg and Plant & Infrastructure Engineering

. businesses as|businesses due for structural reform and

are working to|make the necessary realignments and

|
improve profitability.

Throughout alll
ment policy olf

our activities, based on our manage-
"Quality Followed by Quantity,” we are

waorking to enhance our earnings power by differentiat-
ing our products and services on the bases of technol-
ogy and brand power and reforming cur business
model to expand the scope of our services to respond
to needs over the full life cycles of our products,

Medium-Term Management Strategies

The Japanese economy is continuing to expand, but

the opetating environment for the KHI Group remains
challenging. Specific negative issues we must confront
include restraints in domestic public works investment,
continuing high steel prices, price-hikes and short sup-
plies of costly'materials such as aluminum and titanium,

and a rise in outsourcing and other costs that has accom-

panied the economic recovery. Amid this environment, .

- 4 | Kawasaki Heavy Industries, Ltd.

the KHI Group is moving ahead stéadily with various

{
measures to further strengthen it earnmgs power

consolidating

" and reform its business portfolio W|th the obJectlves of

a'stable eamnings base and achlevmg sUs-
tainable growth. | | '

[ '

To strengthen our earnings power we ha!ve renewed
our awareness that our technology generates earnings
and are determined to reinforce oiur technological
capab|||t|es We are workmg to enhance our|product
development activities and manufacturmg technolo-
gies, with the goals of. offerlng supenor products and
reducing costls. In addition, as many of our p[roducts
vie for business in intensely competitive markets, we
are endeavoring to improve the npn-price competitive-
ness of products by offering items that meet latent
client needs alccurately To this end, in aII aspects of
our activities, from planning to design, manufacturlng,
and the provision of after-sales serwce we are bolster-
ing our marketmg activities to better offer prioducts
and services that are of true value to our customers

|
In implementing reforms in our business bortfolio,
based on our policy of selectivity and concentration in
allocating resources, we are clarifying the future objec-
tives and vision of each of our bus:ineg,ses;; and focusing

our corporate

product areas

resources on those businesses and

that have future potential.

. . il .
First, for those businesses we have positioned as core

and developing sectors, we are implementing clearly

focused strategies to strengthen 'perform'ance For the

Consumer Products & Machinery busmess we are

working to ing

rease product—competltuveness by creat-

ing stronger design systems at the global level that

draw on the ¢
Japan and ov

apabilities of subsidiaries and affiliates in
erseas while actively!introddcing new

models. In the Aerospace busines."sr we are engaged in

major broject

5 that include the de;velopment of the

next maritime patrol aircraft and the next transport

aircraft under

contracts from the Japan Defense Agency

ER PPN CRT Y, ¥5 "'-3-.




(JDA) 25 well as the development and production of
the Boemg 787. Within the Rolling Stock business, we
are strengthenlng our operational systems for our

three major markets of Japan, North America, and Asia.
In the Gas;Turbmes & Machinery business, we are
expandmg our fa<:|lwt|es for developing and manufactur-
ing jet alrcraft engines to meet expansion in dermand
from pnva‘;e aircraft producers.

For those Ib'usinelisses we have positioned for struc-
tural réalig'hment namely Shipbuilding and Plant &

infrastructure Englneerlng, we have engaged in drastlc

reforms over the|past few years. As part of these activi-

ties, we demded to make the environmental plant busi-
ness in theiPlant & Infrastructure Engineering segment
into a submdwary m October 2006. The new company is
expected to increase the management flexibility of its
operations! and r‘rneasures to streamline its activities
are expecféd to i‘mprove its business position. Along
with these |n|t|attves efforts will focus on upgrading .
technologlcal capabllltles by concentrating and steadi-
ly i |mpr0V|ng the Cost -competitiveness of core tech-
nologles wrth the goal of facilitating future growth. In
the steel structures business, which is part of the Plant &
Infrastructure Engmeermg segment, we will implement
further measures to streamline operations and adopt a
pollcy of employmg the Harima Works as the produc-
tion centerfor Iarge scale structures for the KHI Group
asa whole The Shrpbmldlng business, whrch became
the Group s first sub5|d|ary under the current medium-
term plan is now making steady strides in its opera-
tions and is working to expand the production capacr[y

ot its afflhated company in China.

. it
i

Emphasus on‘Compllance
: h : :
The compliance of all management and staff with rele-
vant laws and reguiatlons is a key assumption underlylng
all our actlwtles Havmg prepared internal rules and

regulatronsl regar”dlng corporate ethics, the KHI Group

- Xl N . . : .
has begunito conduct training programs for management
T : |

A o5 B g

Vg

o N hag g P

¢ e e e

"and staff-and has d|str|buted compliance-related
guideboaks. Alclmg W|th this, the Group has formed

committees in each of ‘ITS organizational units to take
the initiative in promoting the self-assessment and ver-

ification of compliance|and is working to make all per-

N b . .
sonnel fully aware of the: laws and regulations they

must obey. Going forward, activities will continue to

i a . -
promote awareness anc understanding of compliance

to ensure that personnel will act W|th full awareness

“that ethical behawor ﬁm the part of each and avery
employee is key to protectlng and building the value

of the Kawasaklﬁbrand "
!

The KHI Group ;is steadily implementing various

policies to strerigthen profitability in all its business
L ! Ll . -,

activities and rerfor_m |ts‘, ausiness portfolio, with the

objective of enl?ancing its corporate value. We would
. . | . : .
like to take thig Opportunity to ask you, our sharehold-

ers, for your renewed support and cocperation.

A . o

June 2006 !

;
|
i
f
I :
i
|
1
Tadzharu Ohash|

President’

F
i
|
!
!
E
;
|
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An Interview with Tadaharu Ohashi, President

TRENT 1000 engine

CX by the JDA in 2001 and we 3

Q: What development proje

Kawasaki have ongoing at present?

cts does

Major projects include the P-X.
the C-X, the next transport airc
these two aircraffc simultanecusly
thus making this the largest aircr;

was selected as the prime contryg

number of cther companies that,
ent, related work is proceeding s
test flight set for 2007. In the airg
companies providing machined

plying sophisticated electronic ¢

1
: o K
the next maritime platro? aircraft, and

aft for the JDA. \Neiare developing
under 2 total JDA budget of ¥340 billicn,
aft development prfc_‘)ject in Japan. KHI
ctor for the development of the P-X and
re coordinating the 'sctivities of a large
are participating in ithe project. At ﬁres-
moo'Eth, with the té:rget date for the first
raft industry, where suppliers range from
barts and sheet metal parts to those sup-

omponents, composite materials, and IT,

|
these development projects require a high level of integration capabiii-

ties. Bringing these projects to siccessful completion will be quite signifi-

cant for KHI as the prime contractor as they will enhance our technological

capabilities substantially.

|

Also in the acrospace area, we are participating in Jomt development with

the Boeing Company on the nexi-generation Boelng 787 passenger air-

craft. Advanced composite materials are being-used extenswely in the

787's fuselage, which will be maﬂufactured using an m}novatlve single-piece

& | Kawasaki Heavy Industries, Ltd.
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‘Supported by Confidence in

|

|

Jhe Kawasaki Brand: ' i
o

the Company’s Technology 1

i
I
!
I
I

_In addition to these aerospace projects, in our rolling stock business we

i
barrel laminating process. These and other features of the 787 are

expected to render its development an epoch-making event in aviation

history. KHI is responsible for major components of the 787, including the
;forward fuselage, \%:vhic_h will be made entirely of composite materials.

i

Moreover, we are participating as a risk- and revenue-sharing partner with
;Rolls-Royce ple in the development and production of the state-of-the-
art TRENT 1000 jat engine, which will power the Boeing 787. We
fare responsible for the design, manufacture, and assembly of the entire
intermediate pres;sure compres‘sion (IPC) module, which will be one

|of the eight main modules in the TRENT 1000.

|
Series N70|0 Shihkansen train

are principal participating members in two high-speed train car develop-
iment pfojects. Thé first of these is the series N70Q0 Shinkansen train car,
which was developed jointly by Central Japan Railway Company (JR Central)
and West Japan Railway Company (JR West), and is scheduled to begin
fservice on the Tokaido and Sanyo Shinkansen in 2007. The other is the
'FASTECH 360, zn experimental car for the Shinkansen for East
1Japan Railway Company (JR East) that is being developed with a techni-
'cal target of attaining an operating speed of 360 kilometers per hour. For
‘both these projects, KHI has contributed to the attainment of higher
‘speeds through the design of the nose configuration, development of

control technology, and work in other areas.

I

{As these examples suggest, we have been actively engaged in major
-development projects in recent years, and the number of instances
iwhere we are plaxing a major role is increasing. We are proud that the
rte'chnological capabilities KHI has developed over its many years of
history and based an its extensive experience are being highly recog-

i
Enlzed both in Japan and overseas.
i

I | Annual Report 2006 | 7
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"Q: What initiatives is Kawasaki taking in its motorcycle

development activities? '
i

In recent years, we have increased the number of R&f:D personnel and
worked to enhance our R&D capabilities with the aim'of building on and
further developing the style and look of power that K}swasaki matorcycles
are known for. Also, in April 2006} we reorganized the; Research &
Development Division of the Consumer Products & Machinery Company
and are implementing initiatives o strengthen our co'mprehensive devel-

1
opment capabilities, including basic research functioqs. Moreover, to

respond to market needs, we are|cantinuing to bolster our development
capabilities in the United States and Asia. Reflecting {he desires of the
many fans of Kawasaki brand motoreycles, our motoréycles must be dif-
ferentiated by their high guality ar'\d performance, ar{d our product line
focuses mainly on sport and largeI supersport models! In 2006, we intro-
duced a new flagship model, the ZZR1400 (Ninja ;ZX-M in the United
States), which was highly acclaimed. Geing forward, we want to develop
models that are true to the Kawasaki brand image while being even more

responsive to emissions regulations and other environmental paolicies.
¥

Q: Could your give us a summary of the R&D s;_/stems of
the KHI Group? '

KHi's Corporate Technology Divigion, which is Groupwide in scepe,

is respensible for basic technologies and systems technelogies, while
product development and revamping projects are conducted by the

R&D departments located within the in-house companies and Group
subsidiaries. To encourage joint efforts among R&D u:nits, we have adopt-
ed a matrix management approach for R&D across th:e divisions of the
Group. The Corporate Technology Division provides support for the

[ . / .
praduct development and revamping projects of the in-house companies

*

—
|




and sub5|d1ar|es by,forrnlng ad hoc task forces comprrsmg speoallsts in

=

Lz

the requisite component technolog|es Looklng ahead based on the fun-
damental pnncrple that technology is the source of earnmgs we are work-
|ng to strengthen teamwork between the Corporate Technology Division

and business units and |mprove the effectiveness of our matnx imanage-

' ment approach whlle proactlve!y commlttlng resources to the relnforce-

ment of our capabllme: for product R&D as well as the development of

producﬂon technolog:es - { : i

L ' := “,; S IR
(:I Gomg forward what areas do y you pl'an to remforce _
% in your R&D actrwt:es" f;’ e IR “‘?f ,w?”

ll }f,’. : ] ’ _r AT

- LD

g l!t

.We have a W|de range, of products buti in aII areas we wou!cl Ilke to put

emphas's on R&D that contrabutes 10 envlronmental compat|b|l ity. Of

i
c!ourse we intend to pursue themes that are common to varlous rnanufac-

turlng areas, for example |ncreasmg the speed.oft transportatlon equrpment ‘

such as rolllng stock and |mprovmg the sophistication.and performance
of our products and systems for example mdustrlal robots However in
Iline with the trends tow ard.an envlronment- and’ user- frrendly society, two
of the promlnent trgnds in R&D in recent years have been Iowenng the
burden on the envrronment and i |mprov|ng energy efﬂmency A

: : ' + x

; b '; (i S . 3
For example,.in recent years we have developed and have been working
]

to cornmeroahze nlckel metal hydride Gigacell batteries

that feature both hlgh capacvty and high output.. These bettenes will con-

3,

trlbute to the relrabll:ty and safety of electric power’ generatlon systems
by supplementlng supplres of oower coming from wind power and solar
power generdtlon systems as well as ad] justing for mlcrogrld :«demand.
These batteries dolnot rontaln harmful substances and have been J
deslgned w:th spec:iflca{trons that make thern easy 1o recover and recycle
P . ER A . :

o gy

i

¥

i s .

. El.'l, . Ee . i
' .

f

t

| ’ !
Nickel-metal hydfide Gigaceil batteries

{
i
i
i
i
3
1
i
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Humanitarian demining system BULLDOG
{top: MINEDOG detaction vehicle,
above: MINEBULL clearance vehicle}

in addition, KHI is developing the SWIMO, a next;generation tight
rail vehicle (LRV) that uses Gigacell batteries as an adxiliary power
source. LRVs are barrier-free electric rail vehicles, with door sills that are
only a small step up from the rail platform. Many potlential users around
the world are considering the introduction of LRVs in municipal trans-
portation systems. The use of Gigacell batteries as aln auxiliary power
source for these LRVs will imprO\E'e their energy effici:ency and eliminate
the need for overhead power lines along some sections of rail lines.

1

One of the areas where KHI is obtaining good R&D r:esults recently has
been the development of containers for liquid hydrogen.
Hydrogen is expected to be the|ultimate form of cle;an energy when it
comes into wider use in fuel cell|vehicles and power.generation facilities.
With the increased use of hydrogen, demand for transporting liquid

hydragen will increase, and KHI plans to develow large-scale containers

!
i
!

for transporting hydrogen by rai| and ship.

. | -
In other areas, we plan to move forward with R&D to increase the efficien-
i
cy of gas turhines for electric power generation, to develop technologies
for converting waste materials into usable resources; and to improve the

environmental performance of motorcycles and con?truction machinery.

Q: f understand that Kawasaki has devefoped-the humanitarian
demining system BULLDOG Are you makmg progress
toward the practical app!ltcanon of this system7

A: the BULLDOG systeml comprises a mine dietection vehicle, a
mine clearance vehicle, and related remote control Elequipment. We test-
ed the system in Afghanistan from 2004 through 2005. The system proved
to be highly reliable in Afghanistan, detecting all ac_tiual {non-decoy}
mines and removing 100% of them safely. An important feature of the
BULLDOG system is the safety provided the operator through the use of

10 | Kawasaki Heavy Industries,l Ltd.
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r’smote control systems Tests of the system are scheduled in Cambodia
between August and December this year and we are working to develop
a system that is sunted to the soil; terrain, vegetation, and other features
of the Cambodlan regtcm The number of land mines planted in various
parts of the world |s] estimated at more than 100 million; when the BULL-
DOG system is mtroduced for practical use, the efficiency of removing
these willlimprove ‘dramatlcally. As | mentioned, although the BULLDOG
s‘ysiem may not see!m to be related to "environmental preservation” in
the usual sense, it i$ nevertheless expected to contribute to imprwiﬁg
the safety and q'ua!ﬁy of the earth’s environment.

i }
{ b .

Based on KHI's corporate mission of “contributing to society by creating
n'ew value through, {he'appﬁcation of cutting-edge technology on fand, at
sea and in the air,"jwe intend not only to make our business of offering

ever improving products to society successful but also to fulfill cur corpo-
i

rate social respon5|b|l|t|es By focusing on
olr core busmesses* we will, in fact, be con-
tnbutmg 10 the. preservatlon of the environ-
ment and to socnety This is the dream, and
the,hope, that we-have—to be acknowledged
as a company workihg in basic industries

tP:a’_c serves the needs of Japan and the rest
ki |

o{ the world. H
! t

H

i

i

|

1

i 4
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Review of Operaholps

= ryf; ﬂf&ﬁg rr\-,‘l I

Business Results

Thanks to firm conditions in the warld sh|ppang market,
demand for newbuildings dur||ng fiscal 2006 remained strong
and ship order prices were re!atlvely high. As a result of secur-
ing orders for three LNG carriers, one LPG carrier, one VLCC,
10 bulk carriers, and one subr%ﬂ'arlne for a total of 16 vessels,
total orders amounted to ¥128.3 billion, Although this figure
was ¥27.5 billion, or 17.7%, lower than in the previous fiscal
year, the level of orders S|gn|f|%:ant|y exceeded sales, resultmg
in an increase in the backlog of ships on order.

Sales for the fiscal year rose ¥22.6 billion, or 26.0%, to ¥109.7 bil-
lion, because of increased sales of newbuildings, but the seg-
ment reported an operating loss of ¥1.7 billion because of the
adverse effect of higher mate}u'al costs. During fiscal 2006, the
Shipbuilding segment delavered two LNG carriers, two VLCCs,
‘seven bulk carriers, and one submarine for a total of 12 vessels.

Outlook

In 1981, Kawasaki Shipbuilding Corporation, which is the core
company of this segment, de'hvered the first LNG carrier built
in Japan. Since then, the Shlpburldmg segment has delivered
many vessels to customers in Japan and overseas and has built
a strong position in the LNG Earrier field. LNG is drawing atten-
tion globally as a clean source of energy, and demand is rising

rapidly around the world. As o consequence, continued robust

demand for LNG carriers is exdected in the years ahead. Kawasaki
Shipbuilding manufactures a \!vide-ranging line of LNG car-

riers, from small carriers with|cargo tank capacities of 19,000m?
1o large carriers with capacitids of up to 153,000m?. in-addition,
Kawasaki Shipbuilding prodnhi:es a pressure buildup type LNG

!

i

| | |
| . ' '
carrier for smaller LNG transportation projects in Japan that
was developed originally by Kawasaki. Lb:oking ahe!ad plans
call for the continued expansion of the LNG carrier business
through ongoing effarts to win even greater custorner trust

| |
and confidence by making |mprovement5 in perfermance and

quahty ')

|
In addltlon Nantong Cosco KHI Ship Englneerlng Co Ltd.
(NACKS) which Kawasak\ Shipbuilding estabhshed as ajoint
venture with China Ocean Shipping (Group) Compajny in 1996,
marked its tenth anniversary in the prewous fiscal yelar and in
fiscal 2006 delivered fwo pure car carriers'with a capacity of
5,000 vehicles each and seven bulk carnents for a total of nine
vessels. NACKS has aIWready become onelof the |ead|ng ship-
bwldmg companies in China. |

The riapid growth in the volume of shippir|19 to and from
China in recent years|has played a major role in bringing high
levels of business activity in the sl’uppmg and sh|pbu||d|ng
industries. Going fon-lvard as economic gfowth contlnues in
China, demand for shipbuilding for Chinese customers is
expected to remain strong. To meet this rfobust demand,
NACKS has begun construction on its second expa}lsmn
phase This increased shipbuilding capacity is expected to go
into operatlon in 200B and result in a dou|bhng of revenues

and net income. |

Kawaszki Shipbuilding and its group of clompames including
NACKS are working to enhance their technolog|es related to
ship design, construction, and quality assiurance to strengthen
their international colmpetutweness from the perspdctwes of
both'quality and cost and thereby ensure their sustained
development into the future. i

Shipbuilding
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Business Results

In f|sca| 2006, demand fer rolling stock, this segment 5 core -
business, was strong, espemally in North America and Asia

cutside Japan, while demand for construction machinery

expanded in the U.S. market. Orders expanded on the
strength of large contratts for commuter train cars in North
America and other orders from overseas. Overall, orders for
the segment were up ¥24.8 b||||on or 13.9%, to ¥203.2 billion.
Sales decreased ¥3.4 hillion, br 2. 0%, tc ¥168.3 billion, despite
deliveries to overseas customlers, including of train cars for the
Tawan High Speed Rail"Corplqration. Operating income, how-
ever, rose ¥1.1 killion, or 13.6%, from the previous fiscal year,
to ¥8.8 billion, owing to improvement in the profitability of the
. construction machinery business.

Qutlook

Performance in the rollmg stock business, especially in the
North American and Asian markets continued to be robust.
Major new crders in fiscal 2006 included orders for 340 new-
type commuter train cars fronle the Port Authority Trans-
Hudson Corporation in the Ui%" train cars for a new railway
access for Chiang Kai Shek International Airport in Taiwan, and
train cars to increaseé running speed on existing lines in China,
In production activities, maJor milestones in fiscal 2006 includ-
ed the completion of train cal'deliveries for the Taiwan High
Speed Rail Corporation: Alsol at present, full-scale production
is under way for subway cars drlven by linear induction motors
for use in Guangzhou, China, which will be the fastest subway
cars in the world, with speeds 1up to 90 km/h. Work is also
ongoing on subway cars for the Department of Rapid Transit

i
|

Systelms of the Talpe| City Government, Lu|nd on R160 type sub-

way cars for the New York City Transit Authorlty
; ! II

In the United States, rail transportation |s‘ beirg ree\.lfafuated as

an environment-friendly and safe choice, and, along with the

trend toward | improving the |nfrastructure||n China and other

parts of Asia, demand for train cars is expected to continue to

be strong in these areas. . l

|
On the other hand, even in Japan, new types of train cars are

be\ngI developéd for Shinkansen and con}/entwonal hlnes for the
Japan Railways Group as well as for other public and private

railwa;ys. As Japan's largest manufacture:r of rolling sltock, KHI
is participating in a range of such projectis and is playing 2
leading role in relling|stock development! Along with the com-
mencement of full-scale production of these new train cars
and cther developmants, we believe we éan ook folrward to

|
stable replacement dlemand in Japan in the years tG come.

KHI i |s respondlng aggresswely to demand both in Jlapan and
overseas and is procdeding with measures to substantially
increase its global presence and to take |ts place as|a leading

|
international supplienof rolling stock. |

i . i
In the construction machinery business, we are concentratmg
on the development of environment- fne:'\dly products focus-
ing especially on sales of our V Series wheel IoadersI which
have an established rleputation for torque| in the United

Statef, the Middle Ealst, and Africa. !

Rolling Sftock &

Construc;ti?n Machinery

Note: The name of this segment was changed to Rolling Stock & Construction Machinery in ﬁscal 2006 following the transfer
of the crushing plant business to EarthTechnica Co., Ltd., an affiliate accounted for by the equity method.

i
i
|
!

|
l
|
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Business Results

Orders in the Aerospace segment rose ¥14.6 billion, or 6.8%,
to ¥229.3 billion, mainly on the strength of increased demand
from the private sector, especullly with regard to orders for com-
ponent parts for the Boeing 777 commercial aircraft. This seg-
ment’s sales rose ¥30.3 brlhonl or 16.1%, to ¥218.5 billion, as a

result of increased revenues from the development of the P-X,

the next maritime patrol aircraft, and the C-X, the next trans-
port aircraft, for the JDA andldellvenes of component parts for
the Boeing 777 aircraft, Operatmg income rose ¥3.6 billion, or
59.4%, to ¥9.7 billion, along with the rise in sales.

Qutlook

The market for commercial air‘craft which had been lackluster
following the series of terronlst attacks in the United States, is
showing rapid recovery. alongiwnh the recent expansion in the
world economy. in addition, this segment has two major proj-
ects under way for the JDA alnd other projects for the private
sector. Going forward, the improvement in conditions in the
commercial aircraft market and progress in major projects is
expected to bring further grclalvth in KHI's aerospace activities.

In our defense business BCTIVIIIIE.'S where we are. playlng a key
role as the prime contractor in the JDA project for the devel-
opment of the P-X and the C-X, we delivered a C-X static test
plane during the fiscal year ulrlder review. At present, we are
proceeding with the assembly of a P-X static test plane, and
C-X and P-X flight test planesl In addition, KHI has been desig-
nated by the JDA as'the pnmlary contractor for the MCH-101
helicopter, to be used for Aitborme Mine Countermeasures

(AMCM) missions and transportation, and the CH-101 helicop-
ter for Antarctic transportation. As part oﬂour manufactunng
of these helicopters under license, we délivered thel first
MCH 101 helicopter i |n March 2006. At prlesent work is ongo-
ing on the second MCH-161 helicopter and the first CH-101
hehcopter l

' ol

In the commercial a|r|craft field, we-are wclJrklng jointly on the
deve!opment of the Boeing 787 passenger aircraft. We have
completed a new plant exclusively forthe 787 in KHI s Nagoya
Works 1, and it went into operation in July 2006. Ordlers for
the 787 are quite strang and, at present, development is mov-
ing forward, with the first test flight scheduled for 2007. On the

.other hand, having reviewed the allocation of KHl's|resources

in the area of commercial alrcraft—whtchlls enjoylng contin-
ued favorable conditjons—we transferred a portion of the
mangﬁfacturing associated with the Embiaer 190, now being
developed jointly with Empresa Brasileiral de Aeronautica S.A.
(Emdraer) of Brazil, to that company. 5
| g
By successfully carrying out these major development proj-
ects,iwhich are ongojng simultaneously in the Aerospace
segment, we intend to continue to drive toward the further
development of these business operatlc?rlws

Aerospace| -
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Business Results

Orders received by this segment rose ¥25.4 billion, or 15.6%,
from the previous fiscal year, to ¥188.1 billion for the fiscal year
under review, owing to increased orders for component parts
for the TRENT and other corr%mercual aircraft engines. The seg-
ment posted a sales gain of ¥20.1 billion, or 14.2%, rising to
¥161.4 billion, reflecting an increase in sales of compenent
parts far commercial aircraft englnes Operating income
rebounded ¥4.1 billion, or 153.8%, to ¥6.8 billion, due to
increased sates and reduced start-up costs for a new type

of gas turbine.

Outlook

t

In the gas turbine business, we have received orders for

our cutting-edge high-efﬁciené:y gas turbine generator, the
L20A—developed based on plroprietary KHI technology in
Japan—for five units in Japan and three units for overseas
installations since its debut in 2004 through March 31, 2006,
bringing the total to eight. Démand for gas turbines is expect-
ed to rise going forward because they are optimal environ-
ment-friendly power sources With high overall heat efficiency
that helps prevent global war'rhmg and reduces the load on the
environment. KHI is drawing on its strengths as the developer
of small and medium-sized gla's turbines, including the L20A,
and is strengthening its capablhtles for offering comprehensive
proposals to potential customers for service and maintenance.
Therefore, KHI will continue tloI work to expand its business
activities in this field.

T i
| ‘ l ‘
In the jet engine business, which is one rnamstay of our

gas tlljrblne operatronls we have two major new projects

in progress for the defense and commermal aircraft’ sectors.

In the defense area, we began the productron of RTM322
KHI-02/8 engines for the new EH101 hehcopters under license.
In the private-sector area, KHI is partrcrpatmg asa rrsk and
revenue- -sharing partner with Rolls- Royce]rn the devleloprnent
and production of the state-of-the-art TRENT 1000 jet engine.
Currently under development the TRENT 1000 has'been cho-
sen to power Boeing|s new 787 passenger aircraft now in the
development phase, and we have receiv'eld alarge number of
orders for it. In the jet aircraft engine f|eld along wrth the
ongomg TRENT ‘IOOD program, we ant|<:|pate continued
expansron in demand for existing commercial aurcra‘ft engines.
Accord|ng|y, we are working to strengthen our productlon

base through an active program of capital investment.

In ad:dition, our macTnery business within this segment
manufactures steam turbine engines for UNG carriers and
diesel engines and propellers for ships as well as a wide range
of other marine equrprnent and systems. On the other hand,
KHI's machinery for land use includes steam turbines for inde-
pendent power generation, natural gas compressm‘n modules,
wind.tunnel equipment, tunnel ventilation equipment, and a
range of other items In the machinery b'u'siness we plan to
continue to strengthen our market posmons focusing espe-
C|aIIy on eguipment for ships, where new|orders are‘ continu-
.ing at a high level, and on energy and envrronmenthl plant
equment where growth 1s expected, mcludlng in;dernand
for steam turbines for power generation and natural gas com-
pression modules. l

Gas Turbines &
Machinery
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Business Results .

Orders in the Plant & Infrastrt.gture Engineering segment
decreased a substantial ¥29.1 billion, or 23.0%, from the previ-
ous fiscal year, to ¥97.3 bl”lonTThIS was primarily due to a
decline in major orders i in the! industrial and environmental
plant businesses and the Com}:)any s policy of accepting
orders on a selective basis. Sales were down ¥26.5 billion, or
13.9%, to ¥164.5 billion, becatise of the decline in sales of
large-scale industrial plants for overseas customers and other
factors. Despite the segment|making a provision for losses on
uncompleted construction contracts related to environmental
plants in the domestic market,l the operating loss for the fiscal
year decreased ¥6.0 billion, alrr:munting 10 ¥8.5 billion, mainly
owing to smaller losses in the industrial plant business.

Qutlook

The segment's industrial plant business was set up as a wholly
owned subsidiary, Kawasaki Blant Systems, Ltd. (K Plant), in
April 2005, In fiscal 2006, K PIa'nt received an order from Anhui
Conch Cement Company L|m|ted China's largest cement
manufacturer and & member bf the Anhui Conch Group, for
waste heat recovery power generation systems with a total
output of 200,000 kW. in addition, K Plant delivered two large-
scale flue gas desulfurization ’slystems for Hebei Guohua
Dingzhou Power Plant in Dingzhou, Hebei Province, China.
Going forward, K Plant will folcus on the development and sale
of facilities that contribute to i'ncreasing energy efficiency
while reducing the load on and protecting the environment. In
addition to industrial plants, Which we have focused on thus

i a
l
far, these facilities wil| include waste heat recovery 'D0|Iers for
cement plants and flue gas desulfunzatlon facilities.
; |
Operating conditions for the environmental plant and steel
structures businesses|continue to be extrémely difficult due
to the prolonged shrinkage in public works spendmg in Japan.
For this reason, we decided to set up thelen\flronmental plant
buswness as a wholly owned subsidiary ln\October 2006 This
reallgnment will aHovxi the business to op?rate ﬂemblly and
manage its activities more efficiently and thereby strengthen
its operating position and cost- competltp\ifeness In fiscal 2006,
the environmental plant business delivered a high|y|efficient
stoker -type refuse incineration and power generation plant for
Fukubka Clean Energ'y Co., Lid. The state-of-the-art power
plant'is capable of processmg 900 tons of refuse dally and
measures to reduce Cf'loxm emissions in éxhaust gases, ash,
and water are being stringently implemented. As a separate
company, the environmental plant business will work to con-
“tribute to preventing|global warming and creating a recycling
socie;ty by continuing to focus on the development of its core
techrologies, includirlwg those for the reulse of refuse as
resources and the effective use of waste!Heat in the|refuse
incineration process. '

'
1 1

The steel structures business is aiming to build a business struc-
ture that is not excessively dependent on: publlc works projects.
As part of related activities, the business is strengthening its
position in the LNG tank and other energyfrelated areas. In
February 2006, the steel structures business receiveld an order
for a large-scale LNG terminal with a ston'age capacilty of
180,000m?.

t

| |
1
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Business Results

Sales by the Consumer Produclts & Machinery segment in

the fiscal year under review rc{se ¥28.5 billion, or 8.4%, to
¥367 0 billion, boosted by hlgher sales of motorcycles in North
America and Europe as well asI increased revenues from sales
of industrial robots in Japan. \I/}Iorldwide sates of motorcycles,
ATVs (all-terrain vehicles), utilit‘y vehicles, and Jet Ski® water-
craft amounted to 528,000 units, 13,000 units, or 2.6%, lower
than in the previous fiscal yealr:. By geographical area, sales in
Japan amounted to 26,000 units, down 10,000 units, or 27.8%.
Sales in North America, h0we:\€ler, rose 23,000 units, or 10.6%,
to 240,000 units, and sales in Europe were up 9,000 units, or
11.4%, to 88,000 units. Sales wH all other areas were up 35,000
units, or 16.7%, to 174,000 un|ts Operating income expanded
¥3.2 billion, or 19.1%, to ¥19. 9'billion.

New Models

A number of new modells were introduced in fiscal 2006,
including those discussed below:

In the motorcycle business, we introduced the ZZR1400

(Ninja ZX-14 in the United States) Kawasaki's image leader,
and, in the Iarge supersport c‘llass the Ninja ZX-10R, which was
designed to be No. 1 on the C'ITCLIII Among medium-sized
motorcycles, we began marketing the ER-6n, a lightweight
sport model that has won hlglh acclaim in the European market
and the ER-4f, a variation model equipped with a full fairing.
For the Japanese market, we commenced sales of the W400,

a sport model featuring a sm‘xple yet elegant look that

suggests top quality.|In the cruiser category we mtroduced
the Vulcan 900 Classic, which offers “big blke" stylmg and top-
level ndmg performance. For the motocross categoty, we
introduced the KX450F, which is the first four-stroke engine
model in its class for Kawasaki,
Within the Jet Ski® watercraft series, we fre!aintroduced the Jet
Ski X-2 in the Japanesle market—featurin'gI a fixed-mounted

, 'nandlle bar—bringingI it back for the first;t'ime in WO)f'ears.

Out:|00k

" The segment is forecasting further growth in the total number

of motoreycles, ATVs! utility vehicles, and;personal vlvate/rcraft
soid, principally in Ngrth America and Edrope, in fiscal 2007
The segment will continue to work to build the Kawasaki
brand and expand its business activities gy substantlially
strengthening its product development g::apabilities and
improving the environmental compatibility of its products
while/continuing to introduce new models with attractive fea-
tures’tailored to individual markets. In the industriallrobot
area, where the demand outlock has |mproved, the;segment
has adopted a policy|of investing corporate resources in
additional production capacity. !

Consumer|Products &
Machinery| -
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Review of Oper’atioHns

Business Results

Sales in the Other segment rose ¥9.4 billion, or 7.6%, to
¥133.1 billion, boosted by continued robust sales of hydraulic
machinery to custorers in Ch|rita Operating income expanded
¥1.6 billion, or 32.8%, to ¥6.7 billion. :

Outlook

Kawasaki Precision Machinery Ltd. (KPM), which manufactures
and sells hydraulic machmery, the core product of this seg-
ment, continued to report favorable performance in its con-
struction machinery business |‘ﬂ the United States and Asia
outside Japan as well as in |ts busmess for ship machinery.
Currently, KPM is working to upgrade its manufacturing
and marketing systems in overseas markets.
In the United States, where sales of products for construction
machinery continue to be stro'ng, KPM established Kawasakl
H
Precision Machinery (U.5.A), Inc., a sales company, in
Michigan in January 2006. Going forward, KPM and its new
U.S. subsidiary plan to focus on accelerating management
decision making, achieving amore efficient allocation of
resources, strengthening sales and service systems, and
developing a broader eustor*{[\:er base as well as new busi-
ness activities in the United States.

Also, in China, conditions in '.d?-e construction machinery
market are expected to continue to be firm, and KPM is plan;
ning to begin operations at anew manufacturing company,
Kawasaki Precision Machlnery {China) Ltd., in August 2006.

i 1

| I
In addition, in Korea, demand for ship machinery is forecast to
remain rabust going fonNard supported by an actwe market
for shlpbmldmg To meet this demand, KPM s sub5|d|ary
Flutek Ltd, completed its new Uiryeong Pilant for the produc-
tion of electric hydraulic steering gears. Looking ahead, this
new facility is expected to play a major role as a production
base for these products, along with KPM's headqualrters plant
in Koli:)e, Japan. |l )

! g

As a r'esult of these steps to expand its overseas network, KPM
is moving to establish a global system with five centlers with
KPM's Kobe headquerters plant at its core the system com-
prlses Kawasaki Prems:on Machinery (U. K) Limited, la manu-
facturing and sales sub5|d|ary in the Unlted Klngdom KPM
{US.A), Flutek in Korlea and KPM (Chlna) Throughlthls sys-
tem, the KPM group Lwll be much better posmoned to
respond t0 customer needs around the world as weII as devel-
op and offer high- quahty, high- performance products Along
with these activities, the KPM group is workmg to |mprove
overall customer sanefactuon by upgradmg its after- :sales serv-
ice and other capabilities and comprehenswely expanding its

hydrauhc products business.
i
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: N
Six-Year Summary : I
Kawasaki Heavy Industries, Ltd. and Consolidated Subsidiaries ' i
Years ended March 31 I ]
; . Millions of yen i.I
2006 2005 2004 2003 2002 | 2001
Operating results: b . "
N LRI A N S ¥1,322,487 ¥1,241,592; ¥1,160,252 | ¥1,239,598 ¥1,1§1:4,534 ¥1,060,479
Costofsales . d 1,148,547 1,088,219 998,416 1,069,341 - 977,875 924,522
Gross Profit woecevevrosroeir b e 173,940 153,373 161,836 170,257 166,659 135,957
Selling, general and- ; .
administrative expenses 132,145 128,62? 139,586 139,714 1:3|5'348 131,497
Operating income ........ e 41,795 24,744 22,250 30,543 31.31 4,460
Net income {loss} ......... AR ‘ 16,467 11,479 6,333 13,022 6,282 {10,320)
. | |
Capital expenditures ...l 41,724 29,692 41,502 35,165 . ‘333,132 32,687
Depreciation and N 30,551 31,555 32,590 31,595 33%’1,998 33,303
R&D eXpenses .............o.... | 27.040 13,18? 14,741 15,494 ;1|6,549 17,548
| | |
Financial position at year-end: l , :
Warking capital ........... H .............................. ¥ 113240 ¥ 138,52?. ¥ 121941 | ¥ 137,771 ¥ 1;520,1 14 ¥| 148,577
Net property, plant and equipment ...............ooo.. 246,219 243,166 248,922 234,352 2111 517 241,893
Total assets ... SRV | SOOI 1,284,085 11 94'47?’ 1,156,904 | 1,149,161 1 ,%?5,075 1,247,472
Long-term debt, less currentiportion ..., 157,057 207,279 210,819 226936 ' 248170 270,605
Total shareholders’ equity .-|l....oooouoroune. 237,588 201465 190175| 174585 167731 | 164,081
| C ]
Per share amounts (yen}. : :
Earnings (|bss) per sharfa—basic .......................... ¥ 11.2 ¥ 739 ¥ 44 ¥ 93 ¥ 4.5 ¥ (7.4}
Earnings per share—-di!uted ................................ 9.4 6.;8 42| 8.8 |44 —
Cash dividends I ............................... 3.0 25 20 20 | — —
Shareholders’ equity v 1525 13917 1318 1256 1206. | 1180
Other data: o ‘
Number of shares issued (millions} ......cocoeerene 1,558 1,451;3 1,443 1,391 ! 1,391 1,391
Number of employees ... 28,922 28,682 29,306 28,642 ' 28,936 29,162
‘ £ !
Orders received ..........cocn... e ¥1,351,631 ¥l ,301,8?5 ¥1,226,728| ¥1,227 449 ¥1,0I34,77‘I ¥1,273,686
Order backlog .....cooee, H ................................ 1,310,444 1,254,409 1,189,374 1,175,563 1,240,439 1,320,894
| :
. : |
N | ¥
. | j}
| !
|
i
| ;
i ?
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Managements Dlscu55|on and Analysns

OVERVIEW

b E b |

Puring fiscal 2006, ended March 31, 2006, the Japanese
economy remained on an upward trend supported by
increases in personal cc;nsumption and exports as weH as
growth in prlvate cap1ta| |nvestment propelled by expansion
in corporate earnings. Overseas as well, economic conditions
remained generally strong as growth continued, especially in
the United States and China, and the economies of Europe
showed fur:ther recovery. '

Notwithstanding these generally favorable economic
conditions, 'the op'eratin'é envifonment for the Kawasaki
Heavy Industr\es Group (the KHI Group, or the Company} -
continued to present chailenges Factors responsible for this
included persisting weakness in public works investment in
Japan and high pricés of steel and crude oil as well as rapid
price increases and shortages of high-quality materials, such
as aluminum and titanium.

Amid thrs operatlng environment, the KHI Group imple--
mented an actlve program of marketing activities. As a con-
sequence, although orders in the Shipbuilding and Plant &
Infrastructire Engineering segments declined, orders in the
Rolling Stack & Construction Machinery segment as well
as the Gas Turbines & Machinery segment rose, resulting in
an overall increase in consolidated orders of ¥49 8 billion,
or 3.8%, to ¥1,351.6 billion. Turnrng to revenues, net sales
rose ¥8O 9 billion, or 6. 5% to ¥1,322.5 billien, mainly due to
increased sales in the Aerospace and Consumer Products
&1 Machinery segments.

| - Profitwise, as a result.of theI strengthening of the U.S.
dollar against the Japanese yeri_', growth in the Aerospace
and C'onSumfer Products & Machinery segments, and

Co
Net Sales
{Billions of yen)

P

1,239.6
1,241.6

! T . Shipbuilding
G2 03 04 05 044

Aerospace

Other

LA N v
i ‘;‘:.},‘I '
|
|

Sales by Segment
: (%}

Rolling Stock & Construction Machinery

Gas Turbines & Machinery
Plant & Infrastructure Engineering
Consumer Products & Machinery

improvement in the Gas Turblnes & Machinery segment,
operating income cllmbed ¥17 1 billion, or 68.9%, to ¥41.8
billion. Non-oparating incom: and expenses included a gain
on contribution of se&urities to the pension trust of ¥12.9 bil-
lion, & loss on the restructuring of the commercial aircraft
manufacturing businéss amolunting to ¥15.8 billion, a loss on
the impairment of fixed assets amounting to ¥3.0 billion, and

" aloss of ¥0.7 billien due to a breach of Japan's Antimonopoly

Act. As a result of these and cther factors, net income
expanded ¥5.0 billion, or 43.5%, to ¥16.5 billion.

The previously mlentionel'.d loss on the restructuring of
the commercial aircraft manu‘{acturing business was recog-
nized in anticipation of losses to be incurred in connection
with the transfer of a faortionlof the manufacturing of the
Embraer 190, which the Company developed jointly with
Empresa Brasileira de Aeronautica S.A. {Embraer) of Brazil, to

that company. The decision tc: make this transfer was made

. in view of the sharp riee in recauests for expansion in the pro-

duction of commercial aircraft from the Boeing Company of
the United States andlother clc»mpanies..The Company
judged that meeting'alll these| requests would be difficult with
the existing production arrangements and therefore decided
to undertake a reallocatron of its corporate resources.

The previously mentioned loss due to a breach of
Japan's Antimonopol;} Act was due to assessments, etc.,
that the Fair Trade Commission of Japan imposed on the
Company with regard 1;to bids|related to steel bridges for the
Ministry of Land, Infrastructure and Transportation and the
former Japan Highway; Public Corporation.

[ . |
1

b |
| !

Net Income
(Billigns of yen}
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RESULTS OF OPERATIONS

Net Sales
As mentioned, consohdated net sales expanded ¥80.9 bil-
lion, or 6.5%, to ¥1,322.5 billioh.

The principal factors accoHJnting for this increase in net

sales were (a) a rise in sales in the Aercspace segment of

- ¥30.3 billion as aresult of the i?crease in revenues from the

development of the next: marit'ilme patrol aircraft and the next
transport aircraft of the Japan|Defense Agency (JDA) and a
gain in sales of component parts for Boeing 777 aircraft and
{b) a rise in sales of ¥28.5 billiclm in the Consumer Products &
Machinery segment owing to increased sales of motorcycles

for the North American and Eulropean markets and industrial .

robots for the domestic market.

Overseas sales rose ¥81.9 billion, or 13.3%, to ¥695.8 bil-
lion. Sales in North America iTlcreased ¥45.3 billion, or 19.1%,
sales in Europe increased ¥8.7|billion, or 8.7%, sales in Asia
increased ¥26.0 billion, or 15.2%, and sales in other areas
increased ¥1.8 billion, or 1.7%.' The ratio of overseas sales to
consolidated net sales rose 312 percentage points, from
49.4% in the previous fiscal year ta 52.6% for the fiscal year

under review,

The following sectilons provide further details on per-
formance by industry segmen'lc. bperating income or loss
includes intersegment transactions.

Please note that the name of the former Rolling Stock,
Construction Machinery & Crt{lshing Plant segment was
changed to the Rolling Stock |& Construction Machinery seg-
ment following the transfer oflthe crushing plant business to
EarthTechnica Co., Ltd,, an afflllate accounted for by the
aquity method beginning in f|sca| 2006. The industrial
hydraulic equipment business, which was included in the

Net income per Share

(Yen) {Billions of yen) [Billions éf yen)
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Working Capital

|

' !
Gas thrbines & Machinery segment throubh the end|of fiscal
2003, vlivas reclassified in the Other segmelh:t beginninlg in
fiscal 2004. Data for previous years shown in this annual
report have been restated to reflect this change.
Shipbuilding
This segment obtained arders for 14 vess%e‘ls, namely three
LNG carriers, one LPG carrier, one VLCC,,10 bulk carriers,
and one submarine. In value terms, this represented a

decrease compared Wth the orders for 15ivessels nzlamely
five LNG carriers, two jLF‘G carriers, five bglk carriers,/and
three VLCCs, received in the previous fiscal year, As a result,
orders for the fiscal year under review were down ¥27 5 bil-
lion, or 17.7%, from the previous fiscal year o ¥128. 3 billion.
Sales, however, increased ¥22.6 billion, or'26 0%, o ¥‘IO9 7
billion, because of h|gher revenues fram newbuuidmgs
Nevertheless, this segment reported an operatmg loss of
¥1.7 billion owing to the impact of hlghe(.costs of materials
and other factors. ‘ .
i

Rollin!g Stock & Construction Machmery

Total ;orders receivediin this segment rose ¥24.8 billion, or
13.9%, to ¥203.2 billion, because of major| orders received
from Pverseas customers, including those for commuter rail-

way cars from North America. Sales declined ¥3.4 b||||on or
2.0%, 10 ¥168.3 billion. Operating mcome'expanded ¥1.1 bil-
lion, or 13.6%, to ¥8.8 billion, for the flscal year under review
owing to improvement in the profltablhty of the construction
machrnery business. _
. |
Aerospace ‘
Orders from the percrlte sectar, espemally for component
parts for the Boeing 777 commercial alrcraft increased, and
total orders for this segment were up ¥14 6 billion, or 6.8%,

Total Assets

'
i
i
|
|
|




[l .
to ¥229.3 billion. Sales é’xpanded ¥30.3 billion, or 16.1%, to
¥218 5 b|II|on because of h|gher revenues related to the
development of the next maritime patrol aircraft and the next
transport ajrcraft for the JDA as well as increases in sales of
‘component parts for the Boeing 777. Accompanying the
increase in sales operating income climbed a strong ¥3.6 bil-
lion, or 59. 4% 10 ¥9:7 bI”lOn in
Gas Turbin"es & Machiﬁery j
Orders won by this segment rose ¥25.4 billion, or 15.6%,
to ¥188.1 bulllon on the strength of brisk demand for cormn-
;‘aonent parts for the TRENT ancl other commercial aircraft
engines. Sales climbed ¥20.1 billion, or 14.2%, to ¥161.4 bil-
lion, owmglto hlgher revenues.from component parts for
commermal aircraft englnes Operatmg income rose a strong
¥4.1 billion/! qor 153.8%, t0 ¥6.8 bllllon reflectlng the growth in
sales ‘and the decling in start up costs for a new type of gas
turbine. | )

J A

Plant & Infrastructure Engineering

Orders shpped ¥29.1 billion, or,23.0%, to ¥97.3 billion, owing
to a declme in major orders in the industrial and environmen-
tal plant businesses and the Company s policy of accepting
orders on a'selective basis. Salés also declined, falling ¥26.5
bI”IOI"I or 13.9%, to ¥164.5 billion, because of a drop in major
overseas orders in the industrial plant business. The operat-
ing loss amounted to ¥8.5 billion, which was an improvement
of ¥6.0 billion from the previous fiscal year. This was primarily
due 16 a decline in the operatiﬁg loss of the industrial plant
business, but some of this improvement was offset by a pro-
vision for Ios:ses on doméstic cdnstruction contracts for envi-
ronmental plants. '

To'tal Shareholders’ Eqwty

; l\

Total Shareholders’ Equity per Share

Consumer Products & Machmery .
Sales in this segment rose ¥23 5 billion, or 8.4%, to ¥367.0 bil-
lion, because of hughler sales of motorcycles in the Nosth
American and European markets and a gain in sales of indus-
trial robots in Japan. Operating income expanded ¥3.2 bil-
lion, or 19.1%, to ¥19.9 billion.

|
Other |

Sales in this segment.rose ¥9.4 billion, or 7.6%, to ¥133.1 bil-
lion, as sales of the hydraulic machinery business in China
continued at a high Ieivei. Operating income climbed ¥1.6 bil-
lion, or 32.8%, to ¥6.7billion!
} .
The follbwing sections‘l. summarize performance by geographic

segment. t
|

Japan

|
As a consequence of higher sales by the parent company,

especially in the Aerospace segment, sales in this geographic
segment rose ¥50.0 billion, or £.3%, to ¥984.3 billion. Operating
income increased ¥20;.2 billioin, or 96.3%, to ¥41.2 billion,
because of strong performances principally in the Aerospace

,and Gas Turbines & N[achinepr segments and a reduced

operating loss in the Rlant & Infrastructure Engineering
segment. !

|
North America !
Sales in North America rose ¥25.6 billion, or 13.0%, to
¥222 5 billien, on the s‘trength‘ of brisk sales of motorcycles.
Operating income als? posted an increase, of ¥0.2 billion, or
13.4%, to ¥1.4 billion. |

I
i
|
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" Europe

As a result of robust sales of motorcycles in the region,
sales in Europe were up ¥2.8 b|II|on or 3.6%, to ¥80.8 bil-
lion. Operating income rebounded ¥1.1 billion, or 277.5%,
to ¥1.6 billion.
Asia '

Owing to a decline in sales ofl rnotorcycles in Indonesia

- and other factors, sales in this gedgraphic segment declined

¥0.3 billion, or 1.4%, to ¥24.8 l::illion. Operating income
decreased ¥0.4 billion, or 22.0%, to ¥1.5 billion.

Other Areas
Sales in other areas rose ¥2.8 hillion, or 52.1%, to ¥8.1 bil-

lion, and the operating loss increased ¥0.3 billion, or 66.5%,
to ¥0.6 billion.

Cost, Expenses, and Earmngs
The cost of sales was ¥60.3 blIIlon or 5.5%, higher than in the
previous fiscal year, amounting to ¥1,148.5 billion, one per-
centage point lower than the 6.5% gain in net sales. As a con-
sequence, gross profit increased ¥20.6 billion, or 13.4%, to
¥173.9 billion, and the gross prefit margin rose 0.8 percent-
age point, from 12.4% in the previous fiscal year to 13.2% in
the fiscal year under review.

Selling, general and administrative (SG&A) expenses
rose ¥3.5 billion, or 2.7%, frorp the previous fiscal year and
amounted to ¥132.1 billion, thus offsetting only a relatively
small portion of the increase Iln gross p_rofit. Operating-
income rose a sharp ¥17.1 billlilon,-or 68.9%, and amounted
to ¥41.8 billion. The principal factors accounting for the
improvement in operating income weare as follows: (a) the
appreciation of the U.5. dollarlr against the yen, {b} increases
in operating income along with increased sales in the
Aerospace and Consumer Products & Machinery segments,
(c) improved performance in the Gas Turbines & Machinery
segment, and (d) the implementation of across-the-board
measures to improve profitapility, including reductions in
production and fixed costs. Als a result, the ratio of operating
income to net sales increased 1.2 percentage points, to 3.2%.

Other income (expenses) for fiscal 2006 amounted
to expenses of ¥18.5 billion, clompared with expenses of
¥4 2 billion in the previous year. The principal factor account-
ing for this rise was an increa;.?e in other, net, from expenses
of ¥1.6 billior in the previous fiscal year to expenses of ¥16.1
billion in the fiscal year unde review. This rise was due mainly
to {a) a loss on the restructuring of the commercial aircraft
manufacturing business of ¥1 5 8 blllnon (b) & foreign exchange
loss of ¥8.9 billion, compared with a gain of ¥0.2 billion in
the prior year, (¢) a loss on impairment of fixed assets of

* 3071 Kawasaki Heavy Industries) Ltd. -
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¥30 bijllion, {d) a loss an cleaning of ground pollution of
¥1.1 billion, and (e) a lass on breach of the Antimonopoly Act
of ¥0.7 billion. In addition to;these losses, ajgain on contribu-

tion of securities to the
|

on sales of marketable

of ¥4 4 hillion were inc

pension trust of ¥12.9 billion arrd a gain

securities and investments in securities
uded in other, net.

Desprte this rise in other expenses, income before
mcome taxes and minority interests rose ¥2 7 billion, or
13.3%, to ¥23.3 billion! The ratio of net current and deferred
income taxes to income before income taxes was 27 0%, sig-
nificantly lower than the 41.3% for the previous fiscal year and
the statutory tax rate of approximately 401 !IS% The difference
is due mainly to an R&D tax credit in flscal 12006. As aI result
of these factors, after the deduction of mlnorlty 1nter|ests
in net income of consolidated SUbSIdIarlES|, net income for
the fisr:al year increased ¥5.0 billion, or 43; 5% compared
with the previous fiscal year and am0unted 10 ¥1865 p||l|on
Accordlngly, the ratiolof net income to net sales rose'e 0.3 per-
centa'ge point, from 0!9% in the previous fllscal year to 1.2% in
the fis}cal year under review. In addition, FfOE {calculated
using average shareholders' equity)increased 1.6 percentage
points, rising from 5.9% to 7.5%.

Capital expenditires for the fiscal year amounted to
¥41.7 billion, compared with ¥29.7 bi!iion: in the previous fis-
cal year, and R&D expenses were ¥27.0 billion, versus ¥13.2

billion in the prior year. The Company |ntr:oduced a new
recordrng method for R&D expenses in fiscal 2006. For
detailed information, |please refer to Note 11 on page 47.

FINAINCIAL CONDITION

: |

Total assets at the end of the fiscal year were ¥89.6 billion, or
7.5%, higher than forthe end of the prewous fiscal _\,lfear and
amounted to ¥1,284.1 billion. By pnncrpal item, curfent assets
were; up ¥78.9 b||||on due to increases |n trade receivables

and inventories, wh|ch rose along with overall expansion in
the Company s business activities, including the progress in
the development of the next maritime patrol arrcraft and the
next transport aircraft for the JDA, increased préduction of
the component parts for the Boeing 777 capital expend|-
tures for the Boeing 787, and large-scaléjoverseas pro;ects in

- the Rolling Stock business. Investments and long-term loans

declined ¥2.8 billion) due mainly to a decrease in investments
in se?:urities. Net property, plant and eqitipment rose ¥3.1 bil-
lion, reflecting the increase in capital expenditures 'Intangible
and other assets were up ¥10.5 billion, reflectrng arisein
deferred tax assets. <
Llab|||t|e5 increased ¥52.7 billion, or'5 3%, to ¥1 041 .0 bil-

Iion.IOf this total, current liabilities rose ¥104.2 b|||||c>n and
[

+
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Iong-terd\ liabilities declined ¥51.5 billion. Among current
liabilities, trade payables rose ¥61.6 billion, along with the
overall expansion in the Company s business activities, includ-
ing progress made toidate in the development of the next

. maritime patrol aircraft and the next transport aircraft for the

" JDA, cornbined with increased production of the Boeing

777, capital expenditures for the Boeing 787 and major over-

 seas projects in the Rolling Stock business. Among long-

term liabilities, intere‘st-beaﬁring liabilities decreased ¥34.1
billion, or 9.6%, to ¥319.8 billion, mainly due to increased
shareholders equity along with the exercise of bonds with
warrants issued by the Company. Because the increase in
current assets of ¥78.9 billion was smaller than the increase in
current liabilities of ¥104.2 billion, the current ratio stood at
114:1% atlthe end of the fiscal year under review, compared

with 119.8% at the previous fiscal year-end.

'Shareholders’ equity rose ¥36.1 billion, or 17.9%, to

|¥237 & billion. This was due to an increase in retained earn-

angs of ¥12.1 billion that reflected the rise in net income as
iwell as increases in'comnmon stock of ¥10.7 billion and in cap-
ital surplus of ¥10.7 billion. The rises in common stock and
‘cap'tal suriolus were mainly die to the aformentioned exer-
cuse of bonds with warrants |ssued by the Company.

As a consequence\of a h:gher percentage increase in
;shareholders equity than in total assets, the shareholders’
equity ratio rose 1.6 percentaée points, from 16.9% at the
‘end of the previous fiscal year,to 18.5% at the end of the
fiscal year Under review. Also, the net debt/equity ratio (after
the deducfion of cash on hand and in banks frem interest-
bearmg debt) fell to 118.8%, compared with 153.5% at the
end of the | prewous fiscal year!

! T
' '
!

MANAGEMENT INDICATORS

The Company's abjective is to exceed the expectations of
investors for profitability. The management indicator select-
ed isbefare-tax return on invested capital (ROIC), which
measures how efficiently the Company uses its capital. As it
\:vorks to maximize before-tax fl%OIC the Company is working
to strengthen its financial position by implementing mea-
sures to expand profit and simultaneously reduce invested
capital, Before-tax ROIC is computed by taking the ratio
of eafnings before interest and taxes (EBIT) to the sum of
interest-bearing debt and total shareholders’ equity:
Applying this farmula, before-tax ROIC for the year under
review was 5.1%, 0.3 percentage point higher than the 4.8%
reported fon: the previous fiscal year.

! !
i !
I
|

CASH FLOWS !

During fiscal 2006, net cash provided by operating activities
was ¥45.8 billion, ¥25.7 b||||on lower than for the previous fis-
cal year. This was the consequence of a number of {actors,
including (a} an increase of ¥8.3 billion in the provision for
retirement and severance benefits, (b) the provision of ¥2.6
billion for restructunng chalrges for the commercizl aircraft
manufacturing busmess (c) a loss of ¥6.3 billion on impair-
ment of inventories for the lre'struct'.mng of the commercial
aircraft manufacturing business, (d) a gain of ¥12.9 billion on
contribution of secu_rities to the pension trust, (f) a ¥16.9 bil-
lion lower increase |n trade|receivables, (g) a net increase
of ¥54.9 billion in mventones, and (h) a ¥9.7 billion hugher
decrease in advances receivad.

Net cash used for investing activities amounted to
¥34.5billion, represe%ﬂing ari '¥18.8 billion increase from ¥17.7
bil-lion reported in the previous year. The principal factors ac-
counting for this increase inI cash outflows were an increase
of ¥7.3 billien in the ellcquisitilon of property, plant and equip-
ment, an increase of ¥4.5 billion in the acquisition of invest-
ments in securities, and a de-:line of ¥3.0 billion in proceeds
from sales of property, plant, and equipment.

Free cash flow, which is' the net amount of cash from
operating and investing activities, amounted to an .inflow of
¥9.3 billion for the fiscal year under review, compared to an
inflow ot ¥53.7 billion for the previous fiscal year. This decline
in free cash flow generally reflected the growth in the
Company’s business activitkle:i and capital expenditures.

Net cash used for financing activities amounted to
¥16.7 billion. The Company tl.lsed its inflow of free cash flow
and the withdrawals from cash on hand and in banks as the prin-
cipal sources of funds to reduce its interest-bearing debt. Al-
though net short-term borrolwngs rose ¥7.4 billion, net repay-
ment of long-term debt totaled ¥20.3 billien.

As a result of the'se cash| ilows, cash and cash equivalents
at the end of fiscal 2006 amol‘unted to ¥37.5 billion, ¥6.9 bil-
lion lower than at the: beglnnlng of the fiscal year.

!

|

I
DIVIDENDS ‘

| .
The Company's policy is to pay stable cash dividends.to its
shareholders, giving due consideration to increasing retained
earnings to strengthen and elxpand its business foundations
for future growth. | .

Based on this policy, and after taking into account the -

Company's performariice, level of retained earnings, and

other factors, m'anage;ment praposed and received approval

i
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from shareholders to increase the cash dividend payment by

¥0.5 per share, to ¥3.0 per shareI for fiscal 2006.

t

BUSINESS RISK
External factors that may have an effect on the Kk} Group's
performance and financial pasition include the following: -

(1) Political and Econom;c Conditions
The Group conducts its busmesjsl activities not only in Japan
but also elsewhere in Asia, North America, Europe, and other
areas and is subject to the condequences of political and
economic developments in these regions. For example,
trends in personal consumption|may have an impact on the
sales of the Consumer Products & Machinery segment, while
trends in private-sector capital investment and public works
investment may have an mfluence on orders of the Gas
Turbines & Machinery and the Plant & Infrastructure
Engineering segments. Moreover demand for passenger
air travel and conditions in sh:pplng markets may have
an impact on the Aerospace aritld Shipbuilding segments,
respectively. Disputes and political changes may affect the
Company's overseas projects.

(2) Fluctuations in Foretgn Exchange Rates

During fiscal 2006, overseas sales accounted for 53% of con-
solidated net sales. Accordmglly, the Group has a substantial
volume of transactions denommated in U.S. dollars, euros,
and other currencies. To reduce forelgn exchange risk, the
Group is working to increase the ratio of the total cost of
goods sold that is denominated in foreign currencies and,
while taking into due account Itrends in foreign exchange
rates, endeavors to take flexible measures to hedge the
effect of exchange rate fluctuations through the use of for-
ward contracts and other hedging technigues. However, the
majority of the Group's manut&!cturing facilities are located in
Japan, and its sales to overseas markets are, therefore, sub-
ject to foreign exchange fluctt'_tlation risk.

' (3) Fluctuations in Prices of R'Iaw Materials

Since the Group has many projects that require considerable
time for completion, from the Irec:eipt of orders to final deliv-
ery, fluctuations in the prices of steel and other raw materials
may have an impact on the profitability of such projects.
Accordingly, the Group is subject to the risk of fluctuations
in prices of raw materials. )

!
(4} Government regulations
The Group conducts its business activities in compliance with
" the restrictions in effect, including laws and regulations, in

32 | Kawasaki Heavy Industries, Ltd.
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the cour!ntnes and reg|orls where it operates: However, the
Group'’s, operet:ons may be affected if such restrictions are
subject to unpredictable changes and if new restrictions are
put intoieffect. : I
j |
J ' s‘
CORPORATE GOVERNANCE !
| |

(1) Basr';:: Stance toward Corporate Goverr'tance-——Enhancing

!ntemal Control Systems t
KHI has created a corparate governance structure aporopn-

ate for |ts operations, with members of the Board of Directors
and auditors playing certral roles, and is wdrking to enhance
and improve its internal conirol systems. Specrhc aspects of
this system are as follows. Regarding the de'msmn maktng -
and the conduct of operations of dnrectors and employees
the scope of authority, fesponsibilities, and duties of direc-
tors and employees are clearly stated in the Company sinter-
nal rules. In addition, tt]ose responsible are required to keep
records of actual decisions made and the conduct of opera-
tions, and an auditing system has been estabhshed tc check
on whether the content and form of these,deosmns a’nd con-
duct of operations are in accordance with the Company’s
internal rules. As a result, the basic stance:‘of the KHI Group
as a whole regarding corporate governance is to endeavor to
increase its corporate value through the htghly transpjarentr
efficient, and sound management of its operations as the
Group,works to build smooth relationship?s with all its stake-
holder!s, including sharehclders, customer;sl, employees, and
the co;mmunity. ;

! :
(2) KHI's Corporate Governance Framework
1. Conduct of Operations '
KHI has established a Board of Directors with nine members
who are responsible for formulating r'nanalgement strlategy
and superwsmg the canduct of operatlons In addltlon to
create a management]system that can res[%)ond qwckly to
changes in the operat|ng environment, executive offucers
are aopointed by the Board of Directors to be responsible

for the day-to-day conduct of business operatlons

The Board of Directors decides on the basic objectwes
and policies for the cdnduct of operatlons as it formuilates
management plans. These objectives and policies are then
presented to all the executive officers in the Group Executwe
Offlcer Committee, and the Board of D|rectors follows up on
the |mplementat|on of such objectives and policies penod|-
cally. To make the responsibility for management clear, the
compensation of direlctors is |ncent|ve-based, reflecting cor-
porate performance, and direciors must fsltand for re-election
annually. For major management issues, the Management
Committee, which consists of the representative directors
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and other members, discusses such issues in detail, then des- -

ignated matters are decided by the Bodrd of Directors. The
Management Committee, in principle, meets three times a
month, and, in addition to discussing management policy,
management strategy, and important management issues

. fro:m the perspective-of the Group as a whole, the committee

calls on the management personnel responsible for major
subsidiaries to attend the meetings, as deemed necessary,
and acts as an advisory bod)} to the president regarding the
managernent of the Group on a consolidated basis.

2. Additing Functions' !

. KHI has formed a Board of Auditors with four members {two

of whom are outside auditors), and, under the provisions of .
Japan's Company Law, the Board of Auditors conducts

_ examinations of business opeérations and audits the financia!
- accounts. Accordingly, the corporate auditors examine and

monitor the state of operations and Group assets through a

number of activities. These include attending the meetings of
ithe‘Board:of Directors and Management Committee, exam-
‘ining important documents, holding periodic meetings with
ithe representative directors, and auditing KHI's divisions and
‘subsidiaries. In addition, the two outside corporate auditors
ion the Board of Auditors, who have no transactions or other
Trelationships that represent a conflict of interest, perform
their surveillance duties;'as neutral and objective third parties.
The internal corporate auditors share information with the
outsude corporate auditors and work to enhance the effec-
tiveness of their management surveillance functions.
Moreover, under the provisions of the Company Law,
KHI has appointed KPMG AZSA & Co. as'its independent
public acccéunting firm, and this firm conducts audits of the
Company's financial statements. The corporate auditors and
the Board of Auditors réceive reports regarding the account-
ing audit, including the outline of the audit plans of the inde-
pendent accounting firm, the items the accounting firm
selects for particular focus, and other matters. As deemed
necessary, the corporate auditors attend the audits conduct-
e|d by‘ the in'dependent accounting firm. In particular, reports
qn the results of audits by the z?‘ccounting firm are presented

t
o
1
|
|
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penodlcaliy (twice annually) and the corporate auditors and’
the accounting firm work closely together, exchanging infor-
mation and opinions. In addition, the Board of Auditors pro-
vides explanationsiof its auditing plans to the accounting
firm. Moreover, separately from the auditing activities previ-
ously mentioned, which are based on the Company Law,
KH's Auditing Department moniters the overall conduct of
management actrvrtles w1tt1|n the KHI Group and carries cut
audits on a contmulrng basis of whether operations are being
conducted appropriately ard in compliance with laws and
internal rules as weill as othle-r matters while endeavoring to
upgrade internal control furictions. In addition, to raise the
ievel of auditing acfivities, the corporate auditors and the
Auditing Department exchange information on a monthly
basis and share info:rm'ation regarding the results of their -
auditing activities and items!they have singled out for attention,
}
3 Compl'iance Systéms
In addition to updat\ling andl improving internal regulations
related to ethical matters, the Company has formed a
Corporate Ethics Committee and a Compliance Committee,
while the KHI Groupl has formed committees in each of its
organizational units in Japan to take the initiative in promot-
ing the self-assessmént and verification of compliance. In
addition, a Complianice Guidebook has been prepared and
distributed to employees, not only of the parent company
but also to those of virtually'ell other subsidiaries and affili-
ates in Japan, and measures are being implemented to con-
duct compliance training along with concerted efforts to
raise the level of awareness of compliance matters within the
Group. In addition toithese |mt|at|ves a Compliance
Reporting and Consultation System has been created
through an outside |e9a| OffIC3 to enable employees to
receive advice W|thout belng concerned about being
observed by other ernployee‘s.
(3) Compensation f’aid to Directors and Corporate Auditors
During the fiscal year under rel\'iew, the amounts of compensa-
tion paid to the Company's diractors and corporate auditors
were as follows; !

Amaunts Paid (Milliens of yen)

) _ : . Directors | Coporate Auditors Total
Compensation based on the Articles of Incorporation and '! ! o
decisions of the General Meeting of Sharehotders ¥435 ‘ ¥64 ¥499
Directors’ bc‘;nuses appropriated from net income 0 | — 40
Retirement payments based on decisions of the ’

"General Meéting of Shareholders o294 | 24 318
Total | - ¥769 | ¥88 ¥858
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Consolidated Balance Sheets’ . | '
Kawasaki Heavy Industries, Ltd. and (':{onsolidated Subsidiaries - ' ! |
As of March 31, 2006 and 2005 ! '
! | Thausands of
: . U.S. dollars
4‘ Millions of yen i (No'c;e 1
ASSETS ' ! 2006 2005 i 2006
Current assets: : : !
Cash on hand and in Banks|L..........coioumoi e A ¥ 37,650 ¥ 444629 : $ 320,507
Receivables: 1
TEBAR Lot ieeene s kb et 422,551 402,255 | 3,597,097
Other oo SRR 19482 17,378; 165,847
Allowance for doubTul rEFeivablESs v oo — (3,829) (6,014) (32,596)
' ; 438,208  413,619'i 3,730,348
Inventories (NOtes 3and 7) L. — f .......... 3 33,c|'n7 332,333, 3,2;60,552
Deferred tax assets (NOLE 13) e 32,398 20,219 275,798
Other current assets HF .......... 24,(530 26,205' 2'09,671
Total current assets ” ..................................................... 915,899 837,005 7,796,876
‘ ; |
! |
. l i
Investments and long-term loans: {
Investments in securities (NOtes 4 and S} .o - a7 69,972 571,465
Long-term loans ............. o S N 1,422 2,514 12,105
Other (Note 7) oot T 12)070 11,741 102,750
Allowance for doUBEUl reEBVABIES oo S (3/865) (4,658) ' l32,902)
Total investments and dalng-term loans l ............ 76;757 79,569 ’653,418
; . .
.'
l
' !
Property, plant and equipment (Note 7): : : !
LANG o ” .......................................................................... : ............. 65,732 67,99 559,564
Buildings and structures 1. ..o 272|,637 269,407‘ 2|,320,908
Machinery and eqUIPMENT ..o e 4 4é|».182 443,59t} 3,798,263
Construction in progress ; ............. ?,375 5,122 [ 79.808
i 793,926 786,126 6,758,543
Accumulated depréciatipln e e et : ............. -(54?,707) (542,96_:{')) (4',662,527)
Net property, plant and equiprment ... : ............. 246,219 24_‘3,1('5|6 2,096,016°
. i
f |
i I
Intangible and other assets: f C
Deferred tax assets {NOte 13) .o e l .............. 28,186 19,260 239,942
" Intangible and other assets (NOE 6) oo o I 17,024 15,473 144,922
. : ) | 45,210 34,733 . | 384,864
Total assets ........ T | T ¥1,284,085  ¥1,194473  $10,931,174
The accompanying notes to the|consolidated financial statements are an integral ;f:art of these statements. ;]
| ’ll
. i |
. : |
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' ! T;wusands of
l. U.S. dollars
! ) . : : . ! Millions of yen {Note 1)
LIABILITIES, MINORITY INTERESTS AND SHAREHOLDERS’ EQUITY 2006 | 2005 2006
Current liabilities: \I t
. Short-term borr'owiﬁgs and current portion | .
¢ of long-term debt'INOLE 7) .o e ¥ 162746 | ¥ 186605 . $ 1,385,426
Trade payables.(NOLE 7) v N ———— 409,942 348,389 3,489,759
Advances from customers .........ccccccrenn, ettt em et 98,590 106,574 839,278
' Incomé tax payable (Note 13) ..o, I ..................................................... ’ 19,978 12,276 - 170,069
i Accrued bonuses R :. ................................. I ........ et e et 1 1’) 198 13,958 129,378
i Provision for product warranty ..o, | ........................... 4 200 2,551 35,754
| Provision for res'trut':turingl!charges R 9 557 — 81,357
i3 Provision for logses on corll_struct\'on CONMIFACES |ueierie e e rerreeneran s 12 613 4,833 107,372
Deferred tax liabilities {Nc%jte D — 11 - 317 945
Other current liabilities ... e r 69,724 50,979 593,547
| Total current Iiabjlities .............................. . 0 OO 802_;’,659 698,482 6,832,885
‘ |
Long-term liabilities: |
; Long-term debt, lesis currént portion (Note 7) L. 15?.057 207,279 1,336,997
' Employees’ retirement anc‘l:i severance benefits (NOte 8) ..., 69,113 72,517 -588,346
i Directors' and statutory aud\tors retwement ‘ ‘
' and severance benefits ... e L — 905 —
Deferred tax liabilities {Note 13) o | e 3},733 1,980 - 31,778
Other a e, EOOOURUORRI. ! ..................................................... 8,427 7,154 71,737
Total long-term Ii}abilitiés .............................. LI SO 2 38|,330 289,835 2,028,858
Contingent liabilities (Note 9) |
| / J! | .
Minority interests ... Lo T SO USRS 5,508 4 691 46,889
e -
Shareholders equnty (Note ‘IO)L '
Common stock: !' ! |
Authorized—3,360,000,000 shares !
lssued—1,557,714,707 shares in 2006 !
. +1,443,394,172 shares in 2005 ........ : .................................................... 92,085 81,427 - 783,902
Capital surplus ......... i' ................................. et S 4 2;,094 31,390 358,338
Retained arnings ...k I e S 100,776 88,704 857,887
I Net unreslized gains on séll‘curi.ties ................... | .................................................... 14i,097 : 16,910 120,005
! Foreign currency translation adjustments ........ I .................................................... {11,426} {16,843) (97.267)
; Treasury stock-:208,048 s}ilares in 2006 i
\ —1,035,104 shares in 2005.........Lcooooiiiini s | (38) {123) {323)
i Total shareholders equity | .................................................... 237,588 201,465 2,022,542
. Total Ilabllmes, mlnorlty interests and sharehofders EQUILY eereerrerrerreens ¥‘I,284',085 ¥1,194,473 $10,931,174

|
|
Lo
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Consolidated Statements of Income

Kawasaki Heavy Industries, Ltd. and Consolidated Subsidiaries

.For the three years ended March 31, 2006, 2005 and 2004
1

Thousands of
U.S. dollars

Millions of yen {Note 1)
2006 2005 2004 2006
BT SAIES .ottt ettt et r e ¥1,322,487 ¥1,241,592 ¥1,160,252 $11,258,083
Cost of sales ..o 1,148,547 1,088,219 998,416 9,777,365
Gross profit ... PO VUT OO 173,940 153,373 161,836 1,480,718
Selling, general and administrative expenses (Note 11) ... 132,145 128,629 139,586 1,124,925
Operating iNCOME ....couii e ee e e 41,795 24,744 22,250 355,793
Other income {expenses):
"Interest and dividend income ........ ertere e ettt eab et ete 3,225 3,240 3,476 27,454
Equity in income {loss) of non-consclidated
subsidiaries and affiliates ..o (197 506 941 (1,677)
INEEIEST EXPENSE ..ot ot (5.377) (6,296) (7,274) (45,773)
Other, Net (NOIE 12) (i (16,146) (1,630 (8,151} (137,448)
Income before income taxes )
and MINOTity INTErESS ..o 23,300 20,564 11,242 198,349
Income taxes (Note 13): i
Current ... SOOI (24,148) {15,869) - (16,604) (205,567)
Deferred .ot e IS 17,843 7,374 11,890 151,894
Minority interests in net income
of consolidated subSIdIAFES ...ooc.ooeiiiee e (528) (590) {195) {4,496)
Net income .................. S OSSOSO ¥ 16,467 ¥ 11,479 ¥ 4333 $ 140,180
U.S. dollars
Yen {Note 1)
Per share amounts:
Earnings per share—hbasic ... ¥11.2 ¥7.9 ¥a.4 $0.10
Earnings per share—diluted ..o, 9.4 5.8 4.2 0.08
Cash cividends’ ..ot e 3.0 2.5 20 0.03

The accompanying notes to the consolidated financial statements are an integral part of these statements.
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Consolidated Statements of Sha‘}reholders’ Equity

Kawasaki Heavy Industries, Ltd, and Consolidated Subsidjaries

I
!
|
|
|
|
|

For the three'years ended March 31, 2006, 2005 and 2004
: ' Thousands Millions of yen
i I Number of ' Net Foreign
! i‘ ‘ shares of . . \ . unrealized currency
| | " gomman Commeoen Capital FSetained gains on translation . Treasury
) - i stock | stock surplus earnings securities  adjustments  stock
Balance at March 31, 2003 ...ococvvvni .. 1,390598 ¥81,427 ¥24583 ¥l77.069 ¥ 3671 ¥(12,225 ¥ (40)
Net incomne for the year ..o . — — — | 6333 — — —
Adjustments from translation of foreign i |
currency finandial statements . — — — | — _ (4,058) —
. Increase in net unrealized gatns on securities ! — - il 9,595 — —
Issue of new shares . L 52,796 — 6704 il — — -
E Treasury stock purchased, net — — — | —1 —_ — (52)
.+ Cashdividends ... — — — 1 {2,787) — — —
! Gain on sales of treasury stock ' — — 1A — — —
. _ : | !
. Bonuses to directors and statutory auditors | — —_ — {72) — — —
Other oo R e L. — — — I e — e
Balance at March 31,2004 ... l.. 11,443394 81,427 31,388 | 80,469 13,266 {16,283) {92}
Net income for the year .t e — — — 11,479 = - =
' Adjustrents from translation of fore|gn ! ‘
i currency financial statements SRR, Sy — — —_ I — — {560) —
l Increase in net unrealized gains on securities 1 - — — I | 3644 — —
i 9 )
! Treasury stock purchased, Net .......ccocoooovvve. L. — — -, | —! — — (31)
L Cash dividends ..o L. — — — | (2889 — S —
¢ Gain on sales of treasury st;ock ......................... L. — — 2 ' —: — — —
' Bonuses to directors and statutory auditors % —_ — — l {38) — — —
Decrease resulting from change of accounting! | I
t  periods of consolidated subsidiaries ... — — — @22 — — —
S LT — — — ) %9 - -
Balance at March 31,2005 ........ e el 1443394 81427 31,390 188,704 16910 (16,843)  (123)
" Netincome for the year | — — — |16,t}67 — — —
Adjustments from translatlon of torelgn ‘
© currency financial statements SSVPPRN — — — l — — 5,417 —_
Decrease in net unrealized. galns on securitias ! — — —_ | —: " (2,813) —_ —
Treasury stock purchased, net ... L. — — — | - — — 85
Cash dividends ......% ..o o] . — — —  1(3,606) — - =
Gain on sales of tredsury stock ..o i — — 46 i —: —_ — —
3 Bonuses to directors and statutory auditors ... L. — — — 1 (84 — —_ —
| Conversion of convemble bonds ...................... | 114,321 10,658 10,658 : —1‘ — —_ —
Other (Note 14) ............... (R . — — — | (7o) — — -
Balance at March 31, 2006 ..... '{ ................................. | 1,557,715 ¥92,085 ¥42,094 ¥100,776 ¥14,097 ¥(11,426) ¥ (38)
; I : 1 Thousands of U.S.Lollars {Note 1)
5 Net “Foreign
! unsealized currency
Common Capital Retained gains on translation  Treasury
, ) ) stock surplus earnings securities  adjustments  stock
Balance at March 31, 2005 ..., e ' ..................... $693,173 $267,217 % "/55,1201 $ 143,952 $(143,381) $(1,047)
. Netincome for the year — — 140,180 ° — —_ —
i Adjustments frorn translatlon of foreign
" currency financial statements ................................................... — — | - — — 44,114 —
' Decrease in net unrealized gains on securities [ — — (23,947 — —
Treasury stock purchased, net ! — — ! L — S— — 724
Cash dividends ..o — — {30,697) — — —
Gain on sales oftreasury teYS S SO — 392 [ - — —
Bonuses to directors and statutory auditors S —_ . - | (715} — — —
v+ Conversion of convertible bonds S 90,729 90,729 ‘ —| — — —
Other (Note 14) ... ; | — (6,001 - - —

Balance at March 31, 2006

S

$783,902 $358,338

$857 887| $120 005 $(97,267) s (323)

1
The accompanylng notes to the confolldated financial statements are an integral part of these statements
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Consolidated Statements of Cash Flows

Kawasaki Heavy Industries, Ltd. and Consolidated Subsidiaries
For the three years ended March 31, 2006, 2005 and 2004

Thousands of

38 | Kawasaki Heavy Industries, Ltd.

n

! U.5. dollars
' Millions of yen {Note 1)
| 2006 2005 2004 2006
Cash flows from operating activities: .
Income before income taxes and minority interests .................. s ¥23,300 ¥20,564 ¥11,242 $198,349
Adjustments to reconcile net income before income taxes and '
minority interests to net cash provided by operating activities:
DEPreciation and SMOMIZAtON ....ceiersrisr 30,551 31,555 32,590 260,075
Loss on impairment of fixed @558t8 «.cvovvicreorcn 3,008 — — 25,607
Provision for retirement and severance benefits ...l 17,092 8,779 7172 145,501
Provision for (reversal of) allowance for doubtful receivables ................. {44) {213) 817 375
Provision for losses on construction CoONtracts ..o 5,660 1,841 4 256 48,183
Reversal of restructuring charges on consolidation of
manufacturing bases of Plant and Infrastructure
ENGIineering BUSINESS ..o s —_ — 12,260) —
Provision for restructuring charges for the commercial
aircraft manufacturing business ........... e et @,557 —_ — 81,357
Loss on impairment of inventories for the restructuring of
the commercial aircraft manufacturing business ..........ccoovveiieiss 6,259 — — 53,282
Loss on disposal of iNVeRIones ..., e 1,738 2,141 1,698 14,795
Gain on sale of marketable and investment SECUMIES ©ormoomooeeeereerenenn (4,501) (3,774} (1,036) (38,316)
Loss (gain} on sale of property, plant and equipment ... Q60 (1,890) 3,345 8,172
Gain on contribution of securities to the pension trust ... {12,201) — — {109,824)
Interest and dividend income .................................................................. (3,225) (3,240) (3,476) (27,454)
IVEEIESE EXPENSE oo e oo et 5,377 6,296 7,274 45,773
Changes in assets and liabilities:
Decrease {increase} in: ‘
Trade recivablES ..o et (14,250} (31,184) 8,777 (121,308)
IIVEINTONES ovvvovvevessser oo e (49,754} 5117 9,990 (423,546)
Other CUITENT @SSEES .viiiveireeeee e e e et s et s e s teeeemae e e sin s eab s (1,247) {3.064) (8,857} (10,615)
Increase (decrease) in:
TraE PBYADIES 1reverseeseeseeee e seeeeeessoee st 55294 59,088 (10220 470,707
AQVANCES TECEIVET .vvieeee e eee e e e e s et s (13,821) (4,128} 11,152 (117,656)
ACCIUEA BOMUSES .o seeeeeeer oo 1,397 (396)  (5707) 11,892
Other current iabilities ... 1,689 490 (5,176) 14,378
Other, NEL v PSS RUPRTPP 2,583 - 2,324 604 21,989
Subtotal ...... ' ............................................................................................. 64,722 90,306 71,383 550,966
" Cash received for interest and dividends ... 3,129 4,555 3,395 26,637
Cash paid for iINTErest ... e (5,332} (6,294) 7,914 (45,390)
Cash paid for income BXES oot {16,581) {16,085) (11,718} {141,151)
Additional payment of construction cost (Note 15) ..., _ (1,060 — —_
Loss on cleaning of ground POIIULION .........ccoorrirrrreeneeenesesenens (177) - — - {1,507)
Reimbursement of overcharged accounts receivable (Note 14) ..o — — (12,335) —
Net cash provided by operating activitigs ................................................ 45,761 71,422 42,8%1 389,555

{Continues to next page)
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. ! Thousands of
‘ ! U.S. dollars
I ‘ i Millions of yen {Note 1)
| {Continued from previous page) 2006 ;2005 004 - 2006
i _ - x
: Cash flows from investing activities: | | ‘
; - Decrease in time deposits with maturities over three months ................. 101 £|M7 625 860
' Acquisition of property, pfant and equipment | ... (34,657) ' (27,:::64) {32,558} (295,029)
‘ Proceeds from sales of property, plant and equment .............................. 2,232 | 5'2|58 8,228 19,001
: . Acquisition of intangible ESSELS oo et et {4,602) : (3,7F]’4) {6,332} (39,176}
. ' Proceeds from sales of |nt§ng|b|e assets ... l ............................................. 38 | 3‘5220 269 323
} ' Acquisition of investmentsf.; in securities .......... l ........................................... . (5,765) : (1,301} (1,029 (49,076)
‘ ~ Proceeds from Sale‘of invé‘stments in sec'uritiels ........................................... 6,871 \ 5,%’.’0 2,882 58,492
‘ a Decrease (increase) in sho'n"t -term loans receivable {429) | 1,4‘435 835 (3,652)
| Acditions to Iong -term loans receivable ......... l ............................................. {895) | (2“?(}) {329) (7,.619)
! Proceeds from collection c‘af long-term loans receivable ... ST S 428 ‘ 1,3‘39 591 3,643
l Other AN PR : ............................................. 168 816 950 1,430
CoL \ ‘
. Netcash used for invegstin'g activities ..o L e (36,510) | {17,714} (25,868) (310,803)
Cash flows from financing activities: 7 l
i Increase (decrease)in short-term borrowings L. 7,391 (31,7!36) {16,320} 62,918
' Proceeds from long-term debt 1 24,657 57,7|33 44 499 209,900
' Repayment of long:term debt ... ! ' (44,987) | 75241 (60829) (382,966)
| " ACQUISItION Of treasury StOCK .....ovvveereveceeeeee oo s | (3¢) (15) - (434)
| Cash dividends paid et reere et (3,622) | - (2,%14) (2,753) - (30,833}
: Paid-in capital from minority interests ............ ! ................................. — | ?c')‘l — —
Cash dividends paid to minarity interests ....... LSRRI NITOTTUITUIURN (109) ’ (74) (126) (928)
. | . _
Net cash used for financinlg activities .............. r ............................................. (16,721} | (51.839) . (35,544) (142,343)
N ‘ o |
Effect of exchange rate change:s ............................. ]' ............................................. 703 | 180 (191 5,985
l l V. |
l\’let increase (decrease) in cash and cash equwa\ents ......................................... (6,767) | . 2,049 (18,792 (57,606}
Cash and cash equivalents at geglnnlng of year . 44,385 | 42,375 59,837 377,841
Decrease in cash and cash equlvalents by change of S
consohdatlon period of sub5|d|ar|es ............... —_ ! (39 — —
Increase in cash and cash equivalents arising | )
from newly consolidated subsidiaries ... e — : — 1,330 —
Decrease in cash and cash equivalents arising from N ‘ '
‘exclusion of subsidiaries from consolidation ...l (112} l — — (953}
oo ‘ ’ [ |
Cash and cash equivalents at end of year ........obiiiiiii ¥37,506 | ¥44385 ¥42,375 $319,282
Supplemental information on cash flows: !
Cash and cash equivalents: | .
Cash on hand and in banks in the balance sheets ... ¥37,650 | ¥44,?129 ¥43,064 - $320,507
Time deposits with matprltles over three months ..o {144) : (244) {689) (1,225)
. Total l ............................. ' ............................................. ¥37,506 = ¥44385  ¥42,375 $319,282
See Note 17 for significant non- caéh transactions. ' }
The accompanymg notes to the cci‘nsohdated financial staterents are an integral part of these statements.
l . : IT ) |
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Notes to the Consolidated Financial Statements

Kawasaki Heavy Industries, Ltd. and Consolidated Subsidiaries

1. Basis of presenting ,
consalidated

financial statements

Kawasaki Heavy Industries, Ltd. (the “Company”) and-its consolidated domestic subsidiaries maintain their
official accounting and disclosure recards in Japanese yen. The accompanying consclidated financial state-
ments have been prepared in accordance with the provisions set forth in the Japanese Securities and
Exchange Law and its related accounting regulations, and in conformity with accounting principles generally
accepted in Japan, which are different in certain respects as to application and disclosure requirements of
International Financial Reporting Standards. )

The accounts of overseas subsidiaries are based on their accounting records maintained in conformity
with generally accepted accounting principles prevailing in the respective countries of domicile. The accom-
panying consolidated financial statements have been restructured and translated into English (with some
expanded descriptions and the inclusion of consolidated statements of shareholders’ equity} from the con-
solidated financial statements of the Company prepared in accordance with Japanese GAAP and filed with
the appropriate Local Finance Bureau of the Ministry of Finance as required by the Securities and Exchange
Law. Some supplementary information included in the statutory Japanese language consolidated financial
statements, but not required for fair presentation, is not presented in the accompanying consolidated
financial statements.

" The translations of the Japanese yen amounts into U.S. dollars are included solely for the convenience of
readers outside Japan, using the prevailing exchange rate &t March 31, 2006, which was ¥117.47 to US$1.
The convenience translations should not be construed as representations that the Japanese yen amounts-
have been, could have been, or could in the future be, converted into U.S. dollars at this or any other rate

of exchange.

2. Significant |

accounting

policies '

{(a) Consolidation
The accompanying consolidated financial statements include the accounts of the Company and significant
companies {together the "Companies”), over which the Company has power of control through majority
voting rights or existence of certain conditions evidencing control by the Company.

The consolidated financial statements include the accounts of the Company and 96 (9% in 2005 and 101
in 2004) subsidiaries.

For the year ended March 31, 2006, 5 (4 in 2005 and 5 in 2004} subsidiaries are excluded from the con-
solidation. The amounts of total assets, net sales, net income and retained earnings of these excluded sub-
sidiaries, in the aggregate, would not have had a material effect on the consolidated financial statements.

{b} Application of the equity method of accounting

Investments in non-consclidated subsidiaries and affiliates, over which the Cornpany has the ablility to
exercise significant influence over operating and financizl policies of the investees, are accounted for by
the equity method.

For the year ended March 31, 2006, 19 (16 in 2005 and 2004) affiliates are accounted for by the equity
method. ‘

For the year ended March 31, 2006, investments in 5 {4 in 2005 and 5 in 2004) non-consolidated sub-
sidiaries and 15 (14 in 2005 and 13 in 2004) affiliates are stated at cost without applying the equity method
of accounting, If the equity method had been applied for these investments, the amounts of net income and
retained earnings of these excluded subsidiaries and affiliates would not have had a material effect on the
consolidated financial statements.

{c) Consolidated subsidiaries’ fiscal year-ends
Fiscal year-ends of 35 (32 in 2005 and 29 in 2004) consolidated subsidiaries are December 31.

As to 5 of these subsidiaries (Kawasaki Motors Corporation Japan, Kawasaki Motors Corp., U.S.A.,
Kawasaki Motors Europe N.V., and two other subsidiaries), the Company consolidates their financial state-
ments as of the consolidated balance sheet date, by changing their accounting period from the 12 months
ended December 31 to the 12 months ended March 31 to improve transparency and quality of consolldated
financial statements.

The other 30 consolidated subsidiaries are consolidated as of each subsidiary’s latest year-end. Unusual
significant transactions for the period between each subsidiary’s year-end and the Company's year-end are
adjusted on consolidation.

(d} Elimination of inter-company transactions and accounts .

All significant inter-company transactions and accounts and unrealized inter-company profits are eliminated

on consolidation, and the portion thereof attributable to minority interests is credited to minority interests.
In the elimination of investments in subsidiaries, the assets and liabilities of the subsidiaries, including the

portion attributable to minority sharehclders, are evaluated using the fair value at the time the Company

acquired control of the respective subsidiaries, '

(e) Foreign currency translation
Receivables and payables denominated in fore|gn currencies are translated into Japanese yen at the
year-end rate. :
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Balance sheets of consolldated overseas subsidiaries are translated into Japanese yen at the year-end rate
except for shareholders’ eqmty accounts, which are translated at the hlstorucal rates. Income statements of
consolidated overseas sub5|d|ar|es are translated at average rates except for transactions with the Company,
which are translated at the rates used by the Company. :
The Company and its domestlc subsidiaries report foreign currehcy translation adjustments in sharehold-

]
ers” equity (and minority |n|terests) |

(f) Appropriations of retained earnings l
Appropriations of retained earnings are recorded in. the fiscal year when the proposed appropriations ate
approved. i
(g) Revenue recognition : l

Sale of products and construct;on contracts l t

' Saleslof preducts such as shlps railcars, airplanes, machinery, motorcycles etc. are principally recognlzed
* when delivery has occurred. Contract revenue for construction of plants, mac hinery, bridges etc. is principally

recognized on a customer acceptance basis. When prices for components or contract amounts for nearly
completed contracts are not finalized, sales and cost of sales are estimated. The percentage-of-completion
method is applied to long- -term contracts such as for ships, alrplanes plantsle te. exceeding ¥3,000 million.

| The stage of completion i is normally determined based on the proportlon that costs incurred to date bear -

to the estimated total costs of the contract. Expected losses on such contrac*s are also recognized on the

. i
percentage-of-completion basis. The completed-contract method is applled to long-term contracts not

exceeding ¥3,000 million. I I

Effective April 1, 2004, the Company changed its accountmg polidy for the percentage-of-completion

_ method to be applied to long-term contracts exceeding ¥3,000 m|Il|on  Previously, it had been applied to

long-term contracts exceelﬂmg ¥5,00C millicn. |

The Company made th|s change in accounting policy for appropriate penc-dlc accounting of profit and
loss, by expanding the range of application of the percentage-of- completlon method.

For the year ended March 31,2005, as a result of this change, net sales increased ¥15,824 million

' {$147,323 thousand). Oper1atmg income and income before income taxes and minarity interests increased
¥, ‘I35 million ($19.877 thousand) compared with the amounts whlch would|have been recognized under

- the previous method of accountmg

Service revenue |

. Service revenues are recognlzed when services have been rendered. Serwces include supervisory or installation

!
services for products such as railcars, machinery, plants, etc. When the prices of such services are individually

.determined by the contracts and the collectability of the revenue is reasonably assured, such service revenue

is recogmzed on an accrual basis. Otherwise, such service revenue |5} tecognued on a completion basm

(h) Cash and cash equwalents |

" In preparing the consolidated staternents of cash flows, cash on hand, readily-available deposits and short-

f
. in, first-out method or the moving-average method. : |

i
term highly liquid and tow risk investments with maturities not exceedlng three months at the time of

!
purch‘ase are considered tcl be cash and cash equivalents.
| [

(i} Allowance for doubtful receivables |

The allowance for p055|ble||osses from notes and accounts receivable, loans'and other receivables is provid-
ed for based on past experience rate and the Companies' estimates'of losses on collection.

(j} Inventories -
Inventories are stated at cost, as determined principally by the specn‘lc identilication cost method, the first-

{k} Assets and liabilities an:slng from derivative transactions
Assets and liabilities arising from derivative transactions are stated at fair valuz.

. L
() Investments in securmes I

The Company and its consolldated domestic subsidiaries cIassrfy securities as {a) debt securities intended to
be held to maturity (hereafter "held-to-maturity debt securities”), (b) equity szcurities issued by subsidiaries

‘ l
“and afﬁlwated companies and {c} all other securities that are not cla551fled in the: above categories (hereafter,

avaﬂable for-sale securltle;s") There were no trading securities at March 31,12006 and 2005.
Held-to-maturity debt secuntles are stated mainly at amortized cost. Equity securities issued by sub-

sidiaries and affiliated companles which are not consolidated or accounted for using the equity method, are

stated at moving-average cost Available-for-sale securities with available faw market values are'stated at fair
market value. Unrealized gams and unrealized losses on these securities are reported, net of applicable

|
|ncome taxes, asa separate component of sharsholders’ aquity. Reallzed gains and losses on sale of such
securltles are cormputed using moving-average cost. |

|
Other securities with no available fair market value are stated at movmg ave'rage cost.

|
I.
|
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If the market value of held-to-maturity debt securities, equity securities issued by nan-consolidated
subsidiaries and affiliated companies and available-for-sale securities declines significantly, such securities
are stated at fair market value and the difference between fair market value and the carrying amount is
recognized as loss in the period of the decline. If the fair market value of equity securities issued by non-
consolidated subsidiaries and affiliated companies, not subject to the equity method, is not readily available,
such securities should be written down to net asset value with a corresponding charge in the-statements of
income in the event net asset value declines significantly. In these cases, such fair market value or the net
asset value will be the carrying amount of the securities at the beginning of the next year.

{m) Property, plant and equipment

Property, plant and equipment are stated at cost. Depreaatlon {except buildings acquired after April 1998 in
Japan} is mainly computed on a declining-balance basis over estimated useful lives. Depreciation of buildings
acquired after April 1998 in Japan is computed on a straight-line basis over estimated useful lives.

{n} Intangible assets
Amortization of intangible assets that include software for the Company’s own use is computed on a
straight-line method over estimated useful lives.

Goodwill is amortized over 5 years on a straight-line basis. If the amount is not significant, it is expensed
when incurred.

{0} Impairment of fixed assets
Effective April 1, 2005, the Company and its domestic consohdated subsidiaries adopted a new accounting
standard for impairment of fixed assets ("Opinion on'Establishment of Accounting Standard for Impairment
of Fixed Assets” issued by the Business Accounting Deliberation Council on August 9, 2002) and a guidance
~ on accounting standard for impairment of fixed assets (the "Financial Accounting Standard Guidance No. 6”
issued by the Accounting Standards Board of Japan on October 31, 2003).
As a result of adopting the accounting standard and the guidance, income before income taxes and
minority interests decreased ¥3,008 million ($25,607 thousand). Accumulated impairment losses are deducted
from book values of related fixed assets. '

(p) Accrued bonuses ' -
Accrued bonuses for employees are reasonably estimated.

(g} Provision for product warranty

Provision for product warranty is based on past experlence and separately provided when reascnably
estimable.

(r) Provision for restructuring of the commercial aircraft manufacturing business )

This provision is for estimated charges as the Company has reached a basic agreement with respect to
partial transfer of its manufacturing work on "EMBRAER 190" airplanes to Ernbraer——Empresa Brasileira de
Aeronautica S.A., which is the Brazilian co-developer of the airplane.

{s) Provision for losses on construction contracts
The provision for losses on uncompleted construction contracts at the fiscal year-end is made when substan-
tial losses are anticipated for the next fiscal year and later and such losses can be reasonably estimated.

{t) Income taxes _
The asset and liability approach is used to recognize deferred tax assets and liabilities for loss carryiorwards

and the expected future tax consequences of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purpases and the amounts used for income tax purposes.

{u) Employee’s retirement and severance benefits

Employees who terminate their. services with the Company and its domestic consolidated subsidiaries are
generally entitled to lump-sum payments, the amounts of which are determined by reference to their current
basic rates of pay and length of service.

The liabilities and expenses for retirement and severance benefits are determined based on the amounts
actuarially caiculated using certain assumptions. The Company and its domestic consolidated subsidiaries
provided the allowance for employees' retirement and severance benefits based on the estimated amounts
of projected benefit obligation and fair value of plan assets (including retirement benefit trust).

The excess of the projected benefit obligation over the liabilities for retirement and severance benefits
recorded as of April 1, 2000 (the "net transition obligation”} is being recognized in expenses in equal
amounts primarity over 10 years commencing with the year ended March 31, 2001. Actuarial gains and losses
and prior service costs are recognized in expenses in equal amounts, within the average of the estimated

remaining service lives of the employees, commencing with the foliowing and the current period, respectively.

Employees of the Company's overseas consolidated subsidiaries are generally covered by various pension
plans, accounted for in accordance with generally accepted accounting principles in the country of domicile.

i
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A |
Wi”th corporate separation of the crushing machinery business on April 1
allowance for retirement and severance benefits to fully amortize net transit

|
|
|

crushmg machinery busméss in the amount of ¥1,315 million ($12, 243 thousgnd)

{v) Hedge accounting

" 005, the Company provided the
ion obligation for employees of

The Company and its consolidated subsidiaries employ deferred hedge accnuntmg If derivative financial
instruments are used as hedges and meet certain hedging criteria, the Cornpany and its consolidated

subsidiaries defer recognmon of gains or losses resulting from changes in fair value of derivative financial
instriments until the related losses or gains on the hedged items are recognized.

s (w) F'nance leases

|

' Fer the Company and its domestic consolidated subsidiaries, flnance leases that do not transfer ownership
and do not have bargain purchase provisions are accounted forin the same manner as operating leases in

. accordance with JapaneseI GAAP.

{(x) Earnings per share

. ) ) - . |
The ¢omputations of garnings per share shown in the consolidated statemelr.ts of income are based upon
net :ncome available to common stackholders and weighted average number of shares outstanding during

" gach perlod

Dlluted earnings per share is computed based on the assumption that all dilutive convertible bonds were

convérted at the beglnnmlc} of the year
© (y) Cash dividends

Per share amounts of cash dwldends for each period represent dividends de: Iared as applicable to the

'respective year.

(z) Rédass:ﬁcatrons

Certam prior year amounts have been reclassified to conform to the\2006 pr
no |mpact on praviously reported results of operations or sharehalders! equiiy.
b

|
\

esentation. These changes had

3. Inventories

. Inventories as of March 31! 2006 and 2005 are comprised as follows:!

Thousands of

| Millicns of yen U.S. dollars
‘ | 2006 205 2006
"Finished Products ..ot ¥ 73,386 ¥ 58716 § 624,381
© Work i m [PTOCESS coovverrreennes 250,542 222,919 2,132,817
Raw Taterlals and supphes ' 59,129 50,698 503,354
Total . .¥383,017  ¥332.333

$3,260,552

4, Securities

+ (a) Acquusmon costs and book values (fair values) of available-for- sale securities with available fair values as of

March 31, 2006 and 2005 were as follows:

Thousands of

I Millions of yen U.S. dollars

” [ } 2006

! Acquisition

1 . Cost Bool:value  Difference Difference
Securities with book values exceeding acquisition costs: | .

" EQUItY SECUMTIS woove oo oo ¥7,553  ¥31,378  ¥23,.825 ' §202,818
Other securities: ' ) |

C EQUIity SECUMNILIES .ol 107 80 (27) {230)

Total v, e ¥7.660 ' ¥31,458  ¥23,798 $202,588

! Milliens of yen

J | 2305
! Acquisition
! cost) Bookvalue  Difference
Securities with book values exceeding acquisition costs: i
Equity securities ....... SO ¥13,200  ¥42.302 ¥29,102
Other securities: |
” EQUItY SBCUNLIES 1ivbiireti it vernemsiess st e eee e 450 355 (95}
Total oo v e ¥13,650 ¥29,007

¥42,657

|
I
|
|

i
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(b} Acquisition costs and book values of held-to-maturity debt securities with available fair values as of March 31,
2006 were as follows;

Thousands of

Mitlions of yen U.S. dollars
2006
I Atquisition
cost Book value Difference Difference
. Securities with bock values exceeding acquisition costs:
. BORAS .. vvcvveeeesveeesereeseserenmsssoes s seesnsesssss s ¥303 ¥293 ¥(10) $(85)
{¢) Book values of investments in securities with no available fair values as of March 31, 2006 and 2005 were
as follows:
Thousands of
Millions of yen U.S. dollars
2006 2005 2006
Boaok value  Book value Book value

Held-to-maturity debt securities:
NOR-listed SECUMLIES ...ooveceeeeeeee et se e sn s srasssrsnerenene 3 ¥ 3 $ 26
Available-for-sale securities:

Equity securities . 9,357 2.209 79,655
Other oo 6,722 5,044 57,223
TOLBL oo e ¥16,079  ¥14,253 $136,878
Equity securities issued by non-conselidated subsidiaries

I and affitiated companies:
Subsidiaries ¥ 97 ¥ 9 $ B2%
Affiliated companies . 5,905 4,415 50,268
' TOB] oo e e e s neeneeneeee. ¥ 0,002 ¥ 4,424 $ 51,094

(d) Sales amounts of available-for-sale securities and related gains and losses for the years ended March 31,
2006, 2005 and 2004 were as follows: '

Thousands of

Millions of yen - U.S. dollars
2006
Sales Sales
- amounts Gains Losses amounts Gains Losses
EQUILY SEOUMTIES ©rvcrveremrrreeieoeeeees e ¥6,319  ¥4,398 ¥(18) $53,792  $37.439 ${153)

\ Millions of yen

2005
Sales
‘ amounts Gains Losses
Equity SECUTILIES .ooevvrve et $9,341  ¥3,791 ¥(1)
! Milliors of yen
' 2004
Sales
| amounts Gains Losses
Equity securities .........ocoeverecrriinescccccsn . ¥1,750 ¥930 ¥(245)
5. Investments in Investments in non-consolidated subsidiaries and affiliates as of March 31, 2006 and 2005 were ¥19,291 million
" non-consolidated ($164,221 thousand) and ¥12,857 million, respectively.
subsidiaries
and affiliates
6. Goodwill : Goodwill included in Thtangible and other assets was as follows:
| Thousands of
Millions of yen U.S. dollars
2006 2005 - 2006
¥1,085 ¥1,702 $9,236
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7. Short-term
barrowings and

, long-term debt
1 .

t

© Shoft-term borrowings and long-term debt as of March 31, 2006 and 2005 wer= comprised as follows:

‘ | Thousznds of

; Millions of yen U.5. dollars

2006 2005 2006

Short term borrowings:
Short-term debt, principally bank loans, bearing average
interest rates of 2.325 percent and 1.823 percent as of
 March 31, 2006 and 2005 respectively ...

[
|
I
. ----...........-nuvul
Current portion of Iong term debt, bearmg average :
|

. ¥113758  ¥10609  $ 968,400

\ interest rates of 1.723 percent and i.613 percent as of

March 31, 2006 and 2005 respectlvely cerreerimeneeennne. 486,988 40,509 417,026
Total short-term debt ¥162,746 ¥1446,605 $1,385,426
Long-term debt: ) !
Loans from banks and other financial institutions, partly secured |
'by mortgage or othert collateral, due from 2005 to 2035,
" bearing average mterest rates of 1.175 percent and 1.322 percent
jas of March 31, 2006 and 2005, respectively ..o, by ¥ 73,865 ¥ 74,502 $ 628,799
Notes and bonds |ssued by the Company | '
1.50-1.67 percent otes due 2005 .. - 10,000 —_
. 1.87 percent notes due 2006 .. ' 1C.000 10,000 85,128
| 2.00 percent notes due 2007 .. 10,000 10,000 85,128
' '{ 2.51-2:775 percent notes due 2008 20,000 20,000 170,256
' 1.07-2.33 percent 10tes dUe 2009 ... 20,000 20,000 170,256
1.60 percent notes due 2011.. ; 10,000 10,000 85,128
1l 0.75 percant convemble bonds due 2005 ‘L ' ] — 9,609 —
' 1.10 percent convemble bonds due 20068 ... - 17.118 17,118 145,723
© 090 percent convemble bonds due 2008 ...l . 7.520 7520 64,014
. 1.00 percent convemble bonds due 2011 ...l . 7,039 7,039 59,922
' Zero coupon convertible bends due 2010* ... 5.868 25,000 49,953
1| Zera coupon convertlble bonds due 2011* ! 22,635 25,000 192,688
Notes issued by sub5|d|ar|es |
1.31 percent notes due 2006 .. 2,000 2,000 17,026
:‘ : 206,045 247,788 1,754,023
Less portion due Within ON€ YEaEF ....c....coovvienrec e eers e (48,988) (40,509) {417,026)
" Total [0nG-term debt ......oooooooccceee s oeesreeesee s : ¥157.057  ¥207,279  $1,336,997

- *Alt the decreases in the zero coupon convertible bonds due 2010 and 201 1in the year ended March 31, 2006

resulted from conversions.
1

The convertible bonds due 2006 through 2011 as of March 31, 208)6 were convertible into 298,177,218
shares of common stock at the option of the holders at prices of ¥459 {%3. 91) ¥558 ($5.09), ¥182 ($1.55) or
¥232 ($1 97} per share. The conversion prices are subject to adJustments undvr specified conditions.

As of March 31, 2004 and 2005, the foliowing assets were pledged as collateral for short-term borrowings
and ang-term debt:

1 Thousands of
i Millicns of yen U.5. dollars
l’ - | 2006 2005 - 2006

IAVENTONES wovovooeeeeeeemeeeeeee oo eseresm e e ¥| —_ ¥ 8,861 3 —_
Land c.......... } L. 2,774 19,401
: Bmldlngs N 500 TN 3932 29,080
Machlnery and eqmpment et ... - 184 T -
" Other,investments . N _ 318 45 2,707
T oo oo ¥6,013 ¥15.708 $51.188

As %)f March 31, 2006 and 2005, debt secured by the above pledge:d essetls was as follows:

| Thousands of

' i Millions of yen U.5. dollars
. ! | 20 2005 2006
Trade payables ..., OO S AO ¥ ‘ 58 ¥ 105 $ 494
" Short-term and long-term debt .. 7,680 19,820 65,378
O PSSO A ¥7.738___ ¥19,995 $65,872

Annual Report 2006 | 45




The aggregate annual maturities of long-term debt as of March 31, 2006 were as follows: i
Thousands of

Year ending March 31, . Millions of yen U.5 dollars

& 7 AU U DR UU PO PP ORPOTPIUON DRSPS ¥ 48,988 $ 417,026
2008 ... 31,953 272,010
2009 ... 24,997 212,795
2090 i 30,048 255,793
2011 and thereafter .. 70,059 596,398

OBl oo, ¥206,085 1,754,022

8. Employees’ '
retirement and
severance benefits

" The liabilities for employees’ retirement and severance benefits included in the liability section of the consoli-

dated balance sheets as of March 31, 2006 and 2005 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2006 2005 2006
Projected benefit obligation ... ¥ 190,774 ¥185,116 $1,624,023
Unrecognized prior SRIVICE COSES ..o i 18,366 20,529 156,346
Unrecognized actuarial differences ..., 13,430 {4,282) 114,327
Less fair value of pension assets ..o ... (105,083) {56,706) (894,552)
Less unrecognized net transition obligation ... (50,101 (62,953) (426,500
Prepaid pension cost .........cnicnenens 1,727 813 14,702
Liability for retirement and severance benefité ... ¥ 69,113 ¥ 72517 $ 588,346

The amount of net transition obligation of retirement and severance benefits for employees of crushing
machinery business was fully amortized in the year ended March 31, 2005.
Retirement and severance benefit expenses in the cansolidated statements of income for the years ended

March 31, 2006, 2005 and 2004 were comprised as follows: L ) ,
Thousands of

Miltions of yen - U.S. dollars

2006 2005 2004 2006

Service costs—benefits earned during the year ... ¥ 8,548 ¥ 8,742 ¥ 9,09 $ 72,768
Interest cost on projected benefit obligation ... 4,512 4,854 5,862 38,40
Expected return on plan assets ................ (860} (799) {751) (7,321)
Amortization of actuarial differences ... 1,664 1,932 2,780 14,165
Amortization of prior service costs ......... {2,248) {1,720 (783) (19,137)
Amortization of net transition obligation ............ 12,989 T 13,969 13,342 110,573
. Contribution to the defined contribution pension plans 367 . 273 — 3124
Retiremént and severance benefit expenses ..o ¥24,972 ¥27,259 ¥29,541 $212,582

*Amortization of actuarial differences” and "Amortization of net transition obligation” in the year ended
March 31, 2005 include full amortization of the net transition obligation of renrement and severance benefits
for employees of the crushing machinery business.

Basic assumnptions and information used to calculate the retirement and severance benefits were as follows:

2006 2005 2004
Discount rate ................ ettt MAINlY 2.5% mainly 2.5% ‘mainly 2.5%
Expected rate of return on plan assets

(For the Company and consolidated domestic subsidiaries} ... 0.0 to 3.5% 0.0t0 3.5% 0.0to 3.5%

(For consolidated overseas subsidiaries) ... 7.75% 8.0% B.0%
Amortization period for prior service costs ............ ... 10to15years 10to 15years 10to i5years
Amortization period for actuarial gains and osses ... .. 10to15years 10to15years’ 101to i5years
Arnortization period for transition obligation ...t mainly 10 years mainly 10 years mainly 10 years

Effective fiscal year 2004, the Company and certain of its consolidated subsidiaries partly introduced
defined contribution pension plans and cash balance pension plans.

9. Contingent liabilities

Contingent liabilities as of March 31, 2006 and 2005 were as follows:

Thousands of

Millions of yen U.5. dollars
2006 2005 2006
As drawer of trade notes discounted ... . ¥: 84 ¥ 85 $ 715
As endorser of trade Notes ..., e OO — 75 —
As guarantor of indebtedness of employees, unconsolidated
subsidiaries and affiliates, and OLREIS ..rwveceececeee e 23,903 21,256 203,482
As issuer of 1.67 percent notes due 2005* ..o - 10,000 —

*Based on a debt assumption agreement with a financial institution, the Company transferred the debt repayment
obligation for 1,47 percent notes due 2005 to the financial institution in the year ended March 31, 2005.
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10. Shareholders’ ! (a) Capital surplus ' l
equity ' Under the Commercial Code of Japan, the entire amount of the issue pnceI of shares is required 1o be
‘ ' . accounted for as capital, although a company may, by resolution of its Board of Directors, account for an
r ' -amount not exceeding one-half of the issue price of the new shares as additional paid-in capital, which is
{ mcluded in capital surplus. |
‘ The Commercial Code Iprowdes that an amount equal to at leastH0 percent of cash dividends and other
cash appropriations shall be appropriated and set aside as a legal eammgs reserve until the total amount of
legal earnings reserve and additional paid-in capital equals 25 percent of common stock. The total amount
.  of legal earnings reserve and additional paid-in capital of the Company has seached 25 percent of common
+ : stock and therefore the Cornpany is not required to provide any more legal earnings reserve.
l Lo o : The legal earnings reserve and additional paid-in capital may be used to eliminate or reduce a deficit by
i : ' resolution of the shareholcllers meeting or may be capitalized by resolution of the Board of Directors. On con-
. dition that the total amouft of legal earnings reserve and addltlonallpatd-m lcapltal remains being equal to or
. exceeding 25 percent of clornmon stock, they are available for d|str|but|on by the resolution of shareholders’
rneetmg Legal earnings réserve is included in retained earnings in the accompanying financial statements.
(b) Drwdends |
. ‘ The maximum amount that the Company can distribute as dividends is calculated based on the non-
| . . consolidated financial statements of the Company in accordance with the Commercial Code of Japan.

~ {c} Restrictions on d:wdends '

. . - Undeér the terms of mdentures for certain convertible bonds due through 200‘7 cumulative cash dividend
\ payments by the Company are not to exceed an amount equivalent to accumulated net income of the

' Company earned during the years such securities are outstanding plus ¥10,000 m|ll|on
|

, I
1 . '

1. Research and Research and developmen’t expenses, included in selling, general and administrative expenses, were as follows:
. | - Theusands of

i dr,evelopme“t ; . | Millicns of yen U.S. dollars

L 'expenses ! 2006 . [2005 2004 2006

f— ‘ L Resea;rch and developmentiexpenses ................ e, ¥27,040 ¥13,183  ¥14,741 $230,186

Through the year ended March 31, 2005, expenses to develop new model 3 in the Consumer Product and
! " Machinery business had not been presented as research and development expenses However, as the pro-
| portion of the business in lhe Company grew, the Company decided to include such expenses in research
| ' and development expenses commencing in the year ended March 31 2006 to i improve the usefulness for
[ . the readers decision making and comiparability of the financial statements
: As'a result of this change, research and development expenses increased ¥14,417 million ($122,729 thou-
' ) sand). Applied retroactlvely for the year ended March 31, 2005, reselarch anclzl development expenses would

' have been ¥26,460 million'($225,249 thousand) under the new recordmg metwod

! . . i |
: ' i

| 12. Other income Other income (expenses); ther, net in the consolidated statementslof incorne is comprised as follows
] .
(expenses): ' l l | . Millions of yen Tllloflls;dlcllasrgl

, other, net ’ 2006 I 2005 2004 2006
X ) ? « ' Gain on sales of marketable isecurities and |nvestments

. ~in securltles ......................... l ............................................................. ¥ 4,380 ¢ 3,774 ¥ 918 $ 37,286
\ : . Gain on sales of property, plant and equipMent ..o, l— 2,865 1,150 _
‘ : - Gain on sales of subsrdlanes SHArES ol 277 — 117 2,358

Forergn exchange gain (loss) net
Loss 6n disposal of inventaries ........... . —.
" Amortization of certain sub3|d|anes net transmon obllganon |

i

| 186 {2,875) (75,773)
{2.141) (1,702 —

‘ of retirement and severance benefits .. : {205} {205) ) —
l " Loss on reorganization of crushrng machlnery busmess ............... - {1,315) — —
j lAddmonal costs of plant construcnon ............................................ — (1,825) — —_
* Loss on business reorgamzatlon — — (754) . -

Loss on factory closure .. l— —_ {1,206) —_—

Gain on contripution of secuntles to the pensmn trust la) ............ 12,901 — — 109,824

! Loss on the restructuring of the commercial aircraft !

- manufactunng business {b) l ............. (15.816): = —_ ' (134,639
v ' Loss on impairment of fixed assets {E) el e L (3,008} — — (25,607}
: Loss on cleaning of ground pollutron o . (1,054} = — (8,973}
Loss on breach of the Antlr‘nonopoly Act (el {731} — — (6.223)

Loss on sales of sub5|d|ar|eslshares (155} — — -(1,319)

'‘Other, net | (4,039} (2,949) {3,594} (34,382)

b Total . . ¥16,146) ¥(1,630) ¥(8,151) $(137,448)
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(a) “Gain on contribution of securities to the pension trust” resulted frem additional contributions of invest-

ment securities to the pension trust.

(b) Loss on the restructuring of the commercial aircraft rnanufactunng business .
As the aerospace business has been receiving requests for sharp increases in preduction of commercial
aircraft including Boeing aireraft, the Company concluded it would be difficult 1o accept all of the requests.

As a result of reassessment of our corporate resources in this business, the Company reached a basic ;
agreement with respect to partial transfer of its manufacturing work on “EMBRAER 190" airplanes to '
Embragr—Empresa Brasileira de Aerondutica S.A., which is our Brazilian co-developer of the airplane.
This transfer gave rise to a loss of ¥15,816 million ($134,639 thousand) composed of expected charges an
us for the transfer, a loss on impairment of work in process and expenses regarding a subsidiary named
Kawasaki Aeronautica Do Brasil Industria Ltda. which is expected to be liquidated. !

The amount of loss comprised the following:
Thousands of
Millions of yen U.5. dollars J

' Expected charges on us for the transfer ... ¥ 6,977 $ 59,394 I
Loss on impairment of work in process ... 6,259 53.282 I
Expenses for liquidation of a subsidiary . 2,580 21,963

TOUBI corsreeecersr oo seees e sessesst et seeseseesies et eoesesssiosne | ¥15816 $134,639 .

{c) Loss on impairment of fixed assets ST
Because profitability or market prices of some asset groups declined, the Company and its domestic
consolidated subsidiaries reduced the book value of such assets 1o the recoverable amounts.
Assets are grouped mainly by units of business and significant assets for rent or which are idling are
treated separately. )
" The recoverable amounts were measured by net sales value and the net sales value is estimated by
appraisal or property tax assessment. ' . .
The asset groups for which the Company and subsidiaries recognized impairment losses for the year .
ended March 31, 2006 were as follows: - '

Function or status Location . Type of asset
Assets for golf links Tomakomai city, Hokkaido * Golf course and buildings, etc.
Idle assets Chuo-ku, Kobe city etc. Land, etc.

' The amounts of imgpairment losses consisted of the following:
: Thousands of
Millions of yen U.S. doilars

15T~ TR OV OT PO PUUTE SPTSUVOUROPE S -1 1. § 5,261 '

GO COUISE o.vemeiaeiriemis st sttr et emres s seens s eeseaes e ea e s e s emce b aAeeR e SR bt 44 b8 s et e e ens s 1,086 @,245
BUIIGINGS, BEC. 1ovv et e s ettt ch e st e bbb 1,304 11,101
¥3,008 $25,607

{d) “Loss on cleaning of ground pollution” was due to the ground pollution at the former Yachiyo werks.
(e) "Loss on breach of the Antimonopoly Act” is due to assessments ete. that The Fair Trade Commission of
Japan imposed on the Company with regard to bids of steet bridges.

13. Income taxes - - Income taxesin Japan applicable to the Company and its domestic consolidated subsidiaries consist of cor-
poration tax {national tax) and enterprise and inhabitants taxes (Iocal taxes) which, in the aggregate, result in
normal statutory tax rates of approximately 40.5 percent for the years ended March 31, 2006 and 2005.
The significant differences between the statutory and effective tax rates for the year ended March 31, 2006
are as follows:

voEey

2006
' Statutory tax rate.. e 40.5%
Research and developmem tax cred|t v (11.5)
L343 RO OO OO OO OO PP UOL U PP S OOUST ST S F PR ST POTOPSRN (2.0}
EFECUIVE 18X FAIE oo oo s b2 O
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Significant components of deferred tax assets and liabilities as of I\lflarch 31, 2006 and 2005 were as follows:
. L . |
|

Thousands of

\
f

" Millions of yen U.S. doflars
| 2006 2005 2006
Deferred tax assets:
ALCIUEE DONUSES ..o beroveonnr e e ¥ 6983 ¥ 6,081 $ 59,105
Retrrement benefits ...... L e - 45,169 34,255 384,515
Al‘lowance for doubstful receivables ! 1,706 3,458 14,523
Inventories—intercempany profits .. 4,536 3,383 38,614
Frxed assets—intercompany prof\ts 732 964 6,231
Deprecratron S OO SO s 1,193 1,319 10173
‘Net operating l0ss CarryfarWards ..o oo e 110,246 9,274 87,222
Unreahzed loss of marketable securities, investments
ln securities.and other | 2,977 1,275 25,343
OEE b 119,189 6,189 163,352
Gross deferred tax assets .................................................................... e 72,693 66,198 . 789,078
'Less valuation allowance A (7.166) (71,967)
"Total deferred tax SSETS woovrioocveoereeesseeeeeessocrssesssse e sereens e 59,032 717,11
Deferred tax liabilities: ' !
Deferral of gain on sale of fixed assets ..o | 5,120 5,065 43,586
Net unrealized gain on LT ST N 10,600 11,444 - 90,236
Unrealized gain on uncolmpleted COMTTACES vt nee oo Er st 155 376 1,319
Unrealized gain on contfibution of securities to the pension trust 5,996 —_— 51,043
Other R SO SO PO OO PSSO UU U RRPRPRTOPIOY SUPTOON 5,628 4,765 47,910
Total deferred tax ||ab|||t|es . v 127,499 21,850 234,094
Net deferred tax assets OOV URPUROTURS WOVRVOR 7. Y 10 ¥37,182 $483,017

|
|
|
il

14. Retained earnings '

("other")

This decrease of retained earnmgs for the year ended March 31, 2006, maln]lf resulted from the cumulative
effect of a new accountlng standard in the United Kingdem regardlng the unrecognized pension liability of
a sub5|d|ary, Kawasaki Précision Machinery (U.K.) Limited. N
/ |
- !

15. Additional '
payment of
construction
cost

Addmonal payment of colnstructron cost in the consolidated staterrpents of.cash flows was caused by the
compensatlon mainly for delay of plant construction. |

16. Reimbursement
of overcharged.
accounts receivable

Relmbursement of overcharged accounts receivable in the consolidated stat=rnents of cash flows was made
by NIPF'I Corporation, a consohdated subsidiary, under contracts mainly with the Japan Defense Agency.

17. Significant
non-cash
transactions

. The increases in common stack and capital surplus and the decrease of the convertible bonds due to conver-

sion of convertible bonds in the year ended March 31, 2006 was as Tollows:

| | Thousands of

. Millivns of yen U.5. dollars
Increase of common stock Que 1O CONVErsion ..o b b ¥10.658 $ 90,729
Increase of capital surp!ds‘rl:iue 1 COMVETSION crvereveevoooeer e seesseeessieresseebrs e enss b s 10,658 90,729
Decrease of the convertible bonds due to conversion ..................c........ '. ............. Do 21,497 183,000

The sum of the i increases of comman stock and capital surplus dlﬁered from decrease of the convertible
bonds because the Company provided the bondholders with treastry stock instead of the issuance of
new shares. : |

18. Derivative
transactions

Since the Company and |ts consolidated subsidiaries operate lnternatronall) and have a substantial volume
of export and import tranlsac‘{lons they enter into foreign currency exchangp and option transactions in
order ta manage the risks of fluctuations in exchange rates in relation to forizign currency denominated
assets, habilities and future transactions.

The Company and its c:onsolldated subsidiaries also enter into |n|terest swap and option transactions to
hedge against future fluctuations in interest rates on borrowings, primarily to fix, cap or collar interest rates
on variable rate debt. l

The Company and its consolidated subsidiaries’ purpose for purchasmg cerivatives is to hedge against
risks of fluctuations in curEency exchange rates and interest rates ralther than 1o be exposed to such risks
through dealing or speculation. I

i
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+ (a) Outstanding positions and recognized gains and losses at March 31, 2006 are as fellows:

t

For derivative transactions that meet the conditions for hedge accounting, the Company and its consoli-
dated subsidiaries apply hedge accounting principles. Derivative transactions that meet the conditions for
hedge accounting are required to be disclosed.

In order to minimize credit risk, the Company and its consolidated subsidiaries use only highly-rated
international financial institutions as counterparties to derivative transactions.

The Company and its consolidated subsidiaries have established policies that restrict the use of derivative
instruments, including limits as to the purpose, nature, type and amount, and that require reporting and
review in order to control the use of derivatives and manage risk.

Thousands of

Mitlions of yen U.5. dollars
Contract Market Gain y Gain
amount value {loss) {loss)
Currency related contracts:
Foreign exchange contracts:
TO SNl e ¥72,195  ¥75,141  ¥(2,948) $(25,078)
TO PUICRBSE oo e 897 935 38 323
Option contracts: :
T BEIL ittt et ettt 1,379 47 {18} (153}
TO PUICRESE .t 1,350 0 (2%} (247)
TOAl ettt e et e ¥(2,955) $(25,155)

. (b) Outstanding positions and recognized gains and losses at March 31, 2005 are as follows:

Millicas of yen

Contract Market Gain
amount valug . lloss)
Currency related contracts:
Foreign exchange contracts:
TO Sell oo e et n s ¥79.799 ¥81,013  ¥(1,214)
To purchase .......coeonemnenens et et 1,542 1,554 12
Option contracts: '
Tosell o SO 2,425 a0 7
TO PUFCRASE o 2,300 8 (39
TOtAl e e et ‘ ¥(1,234)

19. Finance leases

Finance lease information, as required to be disclosed in Japan, for the respective years is as follows:

(a} As lessee
The original costs of leased assets under non-capitalized finance leases and accumulated depreciation,
assuming they are calculated on the straight-line method over lease terms, as of March 31, 2006 and 2005

" were as follows:

Thousands of

Millions of yen U.S. dollars
2006 2005 2006
Property, plant and qUIPMENt ... ¥ 27,670 ¥ 25,149 $ 235,550
Accumulated depreciation ... (12,079) {11,602} (102,826)

¥ 15,591  ¥13,547 $ 132,724

. ¥ 1,351 ¥ 1,636 $ 11,501
(936) {1,070 (7,968)
¥ 415 ¥ 566 $ 3533

Intangible assets ...
Accumulated amortization

The present values of future minimum lease payments under non-capitalized finance leases as of March
31, 2006 and 2005 are as follows:

Thousands of

Millions of yen U.S. dollars

. b 2006 2005 2006
CUITENE POILION oot ne s e sees ¥ 4,454 ¥ 4383 $ 37,916
Non-current portion . 12,446 10,693 105,951
. ¥16,900 ¥15,074 $143,867

Total ... OSSO SIS .
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| Lease payments and “as if capitalized” depreciation and amortizatio
cl‘apnallzed finance feases were as follows:

n and interest expense for non-

Thousands of

J
' (. Millions of yen U.S. dollars
I . i 2006 2005 2004 2006
Lease payments .. ' L. ¥4,78:§' ¥5,034 ¥5,109 $40,768
Deprematlon and amortization 4,469 4,685 4,762 38,044
Interest .. ! 325 384 434 2,767

{b) As lessor

The original costs of leased assets under finance leases and accumulated depreciation, as of March 31, 2006

and 2005 were as follows:

Thousands of

Millions of yen U.S. dollars
2006 2005 2006

Property plant and equipment ¥1,629  ¥1,498 $13,867
Accumulated depreaatlon - (1,061) (747) (¢,032)
¥ 568 ¥ 551 $ 4,835

INtangible ASSets ......ooovvieee e . ¥ 03 ¥ 102 $ 553
Accumulated amortization ... e {41) (78) {349)
‘ ¥ 24 ¥ 24 $ 204

The present values of firture minimum lease payments to be feceived under finance leases as of March 31,

2006 and 2005 are as follows:

Thousands af

Millions of yen U.S. dollars
' f 2006 2005 2006
Current portion ...........) Lo ¥ 428 ¥ 470 $3,644
Non-current portion 730 727 6,214 -
) Total wocoeeeesa koo e L ¥1158 Y1197 $9,858

I.
|

| Lease payments received, depreciation and amortization and interest on finance leases were as follows:
Thousands of

|

Millions of yen U.S. dollars
i| | 2008 2005 2004 2006
Lease payments reCeived .o i sseeessoeeeeereeoreeneeens S ., ¥29E ¥3N ¥378 $2,511
. Depreciation and amortization ! 26- 265 288 2,239
(Mterest oo, O RN RO 30 M 230

20. Operating leases

'I;he present values of
are as follows:

'leases as of March 31, 2006 and 2005

Thousands of

Millions of yen U.5. dollars
2006 2005 2006
Qurrent portion ............ . ¥ 454 ¥ 395 $3,865
Non-current portion ... e 718 1,024 6,112
Total ..... . ¥1,472 ¥1,419 $9.977

© 21. Segment

information

Industry segments of the Company and its consolidated subsidiaries are« fassified based on its internal com-
pany system: 1) Shlprlldlr‘lg, 2) Rolling Stock, Construction Machmery & Crushing Plant, 3) Aerospace, 4) Gas
Turbines & Machmery,| 5) Plant & Infrastructure Engineering, 6) Consumer Products & Machinery, and 7) Other.
. The Shipbuilding segment manufactures and sells ships, submannes‘and maritime application equipment.
Operat|ons within the|Rolling Stock, Construction Machinery & Crushmg Plant segment include the produe-
tion and sale of rollmg stock, construction machines and crushlng plants. Products manufactured and sold
By the Aerospace segment include airplanes and helicopters. The Gas Turbines & Machinery segment
manufactures and sells gas turbines, airplane engines and prlme mover’s Operations within the Plant &
Infrastructure Englneelrmg segment inchsde the production and sale of l::mlers chemical and cement plants,
refuse incineration plants and steel bridges. Products' manufactured and sold by the Consumer Products &
Machinery segment include motorcycles, ATVs (All-Terrain Vehlcles) and Jet Ski® watercraft. Operations
within the Other segrrient include the production and sale of hospltai r?-.plratlon & medical equipment
and hydraulic components. The operations also involve trade, medlataon of overseas sales and orders and
other activities.
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{a) Information by industry segment
: P Millions of yen

2006
External Intersegment Total Operating Operating Total Depreciation Capital
. sales sales sales expenses incame (loss) assets and amortization expenditures
Shipbuilding ..o ¥ 109697 ¥ 1,428 ¥ 11,125 ¥ 112,833 ¥{1,708) ¥ 105210 ¥ 2,700 ¥ 1,990
Relling Stock & Censtruction .

Machinery ... 168,306 17 169,223 160,419 8,804 179,478 2,350 3,272
Aerospace ... 218,533 2,013 220,546 210,845 2,701 268,871 5,295 12,113
Gas Turbines & Mach!nery ...... s 161,431 | 16,937 178,368 171,564 6,804 140,900 -2,804 2,893
Plant & Infrastructure Engineering ....... 164,506 20,972 185,478 193,972 (8,494) 135,448 1,859 733
Consumer Products & Machinery ......... 366,960 6,759 373,719 353,819 19,900 280,972 11,020 15,480
Other e 133,054 46,758 179,812 . 173,154 6,658 168,334 2,747 4,227

Total 1,322,487 95,784 1,418,271 1,376,606 41,665 1,279,213 28,775 40,708
Eliminations and corporate ... — (95,784) (95,784) (95,914} 130 4,872 1,776 1,016

Consolidated total ... ¥1,322,487 ¥ —  ¥1,322,487 ¥1,280,692 ¥41,795 ¥1,284,085 ¥30,551 ¥41,724

Millions of yen
2005
External Intersegment Total QOperating Crperating Total Cepreciation Capital
sales sales sales expenses  income {loss} a55e1s and amortization expenditures

Shipbuilding .o e ¥ 87,081 ¥ 1,125 ¥ 88206 ¥ 87975 ¥ 1031 ¥ 10099% ¥ 2,359 ¥ 1,630
Rolling Stock, Construction ’

Machinery & Crushing Plant ............. 171,731 1,445 173,176 165,424 7,752 157,419 T 2437 2,629
Aerospace ......... 188,255 1,960 160,215 184,130 6,085 223,010 5,221 8,163
Gas Turbines & Machmery 141,366 19,758 - 161,124 158,443 2,681 124,063 2971 2,374
Plant & Infrastructure Englneermg A 191,012 15,353 206,365 220,823 {14,458) 153,685 1,942 640

- Consumer Products & Machinery .......... 338450 . 5,036 343,486 326,784 16,702 253,958 11,865 10,191
Other ... : : 123,697 43,254 166,951 161,939 5,012 156,040 2714 3.370
Total ....... . 1,241,592 87,931 1,329,523 1,304,718 24,805 1,149,171 29,509 28,997
Ellmlnatlons and corporate . — {87,931) (87,931) (87,870) {61) 25,302 2,046 4695
Consclidated total .......... . ¥1,241 592 ¥ —  ¥1,241,592 ¥1,216,848 ¥24.744 ¥1,194,473  ¥31,555 ¥29,692

v ) Millions of yen

2004
External Intersegment Total Operating Cperating Total - Depreciation Capital
sales sales sales expenses ___income {loss) assets  and amortizaticn expenditures
Shipbuilding ... .. ¥ 94939 ¥ Q76 ¥ 95915 ¥ 98276 ¥(2,361) ¥ 89,850 ¥ 2,442 ¥ 5,294
Rolling Stock, Constructlon

Machinery & Crushing Plant ................ 120,597 2,950 123,547 119,225 4,322 127,786 2,612 3,393
Aerospace .. o e 173,783 1,713 175,496 171,252 4,244 221,960 4,959 2,030
Gas Turblnes & Machmery 135,468 14,958 151,426 146,890 4,536 124,065 ‘2962 2,955
Plant & Infrastructure Engmeermg . 191,412 12,882 204,294, 203,075 1,219 177,888 2,019 1,105
Consumer Products & Machlnery .......... 318,325 3,982 322,307 315057 - 7,250 240,242 ‘12,422 15016
Other e i 124,728 42039 - ' 166,767 163,520 3,247 138,803 2,700 2,053

Total .. O 1,160,252 79,500 1,239,752 1,217,295 22,457 1,120,594 30,125 38,846
Ehmmatlons and corporate — (79,500) (79,500} (79,293) (207) 346,310 . 2,465 2,656
Consolidated total .. e ¥1,160,252 ¥ —  ¥1,i160,252 ¥1,138002 ¥22,250 ¥1,156,904  ¥32,590 ¥41,502
- Thousands of U.S. dollars
2006
External Intersegment Total Cperating Qperating Total Depreciation Capital

. sales sales sales expenses __income (loss) assets and amortization_expenditures
Shipbuilding e O, 4 933830 % 12,156 § 945986 $ 960,526 $(14,540)% 895633 $ 22985 5 16,940

Rolling Stock & Construction ’ ' :

Machinery et e 1,432,757 7.806 1,440,563 1,365,617 74,946 1,527,862 20,005 27,854
Aerospace ... 1,860,330 17,137 1,877,467 1,794,884 82,583 2,288,848 45,075 103,116
Gas Turbines & Machinery 1,374,232 144,181 1,518,413 1,460,492 57,921 1,199,455 23,870 24,628
Plant & Infrastructure Engineering ... 1,400,409 178,531 1,578,940 1,651,247 {72,307) 1,153,043 15,825 4,240
Consumer Products & Machinery ....... 3,123,861 57,538 3,181,399 3,011,995 169,404 . 2,391,862 93.811 131,778
Yo 1,132,664 398,042 1,530,706 1,474,027 56,679 1,432,996 23,385 35,984

Total . 11,258,083 815,391 12,073,474 11,718,788 354,686 10,889,699 244,956 345,540
Eliminations and corporate ............... —  (815,391) (815,391) {816,498) 1,107 41,475 15119 8,649
Consolidated total. ... $11,258,083 § — $11,258,083 $10,902,290 $355,793 $10,931,174 $260,075  $355,189

Effective April 1, 2004, the Company changed its accounting policy for the percentage-of-completion methed o be applied to long-
term contracts exceeding ¥3,000 million. Previously, it had been applied to long-term contracts exceeding ¥5,000 million. As a result of
this change, in Aerospace, External sales and Total sales increased ¥3,635 million and Operating income increased ¥363 million. in Plant
& Infrastructure Engineering, External sales and Total sales increased ¥12,189 million and Operating loss decreased ¥1,772 million in the
year ended March 31, 2005
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(b} Information by geographic area |
: . Millions »f yen
’ I 2006
External. Intersegment Total | Cperating Operating Total
. sales sales sales EXPEnses income {loss) assets
Japan eeeemeeeeernrnish e, ¥ 986,266 ¥ 247,228 ¥1,233,494| ¥1,192,245  ¥41,249 ¥1,074,688
North America . 222,477 16,588 239,065 237,651 - 1,414 159,169
80,818 4,053 84,871 83,308 . 1,563 63,254
24,800 16,975 41,775 40,315 1,480 24,285
8,126 11 i 8,267 8,893 (626) 7,324
1,322,487 284,985 1,607 472‘ 1,562,412 45,060 1,328,720
Ellm\natlons and Corpolrate — (284,985) (284 985) {281,720) (3,265) (44,635)
h ! Consolidated total ... ¥1,322487 ¥ —  ¥1,322,487] ¥1,280,692 ¥41,795 ¥1,284,085
1‘ ] Million!s of yen
! 2005
External Intersegment [Total | Operating _Operating Total
sales sales sales expenses income {loss) assets
J;apan ............................................... ¥ 936,237 ¥ 208,048 ¥] 144,285]  ¥1,123,267 ¥21,018 ¥ 996,923
North America ... 196,840 15,212 [ ‘212 052 210,805 1,247 127,798
Europe .., 78,027 3,835 81 862 81,448 414 57,218
ASia e L. 25,145 15,898 L4 043 39,171 1,872 20,252
Other areas ... L 5,343 99 | 5442 5818 (376) 3,664
| Total oo L. 1241592 243002 1484684 1460509 24,175 1,205,855
Eliminations and corporate — {243,092) (243,092) {243,661) 569 {11,382)
Consolidated total L. ¥1,241,592 ¥ —  ¥1,241592| ¥1,216,848 ¥24.744  ¥1,194,473
‘ Millior!s of yen
| 2004
“ : External Intersegment [Total Operating Ciperating Total
sales sales sales | expenses income {loss) assets
Japan R . ¥ 877,222 ¥182,132 ¥ 059 354 ¥1,038,482 ¥20,872 ¥ 975129
Narth Amerlca o, 187,216 15,267 202 483 202,886 (403) 115,262
BUTOPE o] 70,951 4595 175586 74912 634 46,762
ASIE e 19,756 13,942 | 33,698 3B3.062° 636 19,420
Qther areas | 5,107 g8 | 5195 5,345 (150) 2,846
Total .. e 1,160,252 216,024 1,376,276 | 1,354,687 21,589 1,159,419
Ellmrnatrons and corporate ........... — {216,024) (216,024 (216,685} 661 {2,515)
" Consolidated total . . ¥1,1860,252 ¥ — ¥1,160,2521  ¥1,138,002 ¥22,250 ¥1,156,204
I
| Thc’ausands ofi 1.5, dollars
f f 200t
[ . External Intersegment Total Operating _Qperating Total
sales sales sales expenses income (loss) assets
Japan Lo . § 8,395,897 $2,104,605 $10,500,502| $10,149,357 $351,145 § 9,148,617 .
North America . 1,893,905 141,211 2, 035 116 2,023,079 12,037 1,354,976
Europe ........... 687,988 34,503 ?22 491 709,185 13,306 538,469
ASIa L. 211,118 144,505 355,623 343,194 12,429 206,733
Other areas I 69,175 1,200 : 70,375 75,704 {5,329} 62,348
T Py I SO 11,258,083 2,426,024 13,684.107| 13,300,519 383,588 11,311,143
Eliminations and corpo‘rate ....... N —  (2,426,024) (2,426,024) (2,398,229} (27,795) (379,949)
! Consolidated total ... $11,258,083 $ — $11,258,083f $10,902,290 $355,793 %$10,931,174

. : | .
Effective April 1, 2004, the Company changed its accounting policy f(l)r the percentage-of-completion
method to be apphed to long-term contracts exceeding ¥3,000 million! Previously, it had been applied to

|
Iong-term contracts exceedrng ¥5,000 million.

As a result of this change in Japan, External sales and Total sales incrzased ¥15,824 million and operating
income increased ¥2,135 million in the year ended March 31, 2005
H North America mcltlxdes mainly the U.S.A. and Canada. Europe inclugles mainly the Netherlands, the
Unlted Kingdom and Germany Asia includes Thailand, Indonesia, the Ph|||pp|nes and Korea. Other areas

urwclude mainly Australia and Brazil.

(c) Corporate assets

|
|

Included in eliminations and corporate in (a) and (b} above under total aisets are corporate assets of
¥1 10,476 million ($940 461 thousand), ¥121,602 million and ¥115,811 mrlhon at March 31, 2006, 2005 and
2004, respectively, whlch are mainly comprised of cash and time deposns of the Company and property,

plant, equipment and intangible assets of the Company's Head Offrce
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() Overseas sales
Overseas sales consist of the total sales of the Company and its consolldated subsidiaries made outside of
Japan. Overseas sales information, {or the respective years were as follows:

Millions Miltions Millions Thousands of
of yen % of yen % of yen % U.S. dollars
2006 ' 2005 2004 2006
Overseas  Against Overseas Against Overseas Against Overseas

) sales net sales sales net sales sales net sales sales
' North America .. . ¥282,149 21.3% ¥236,847 19.0% ¥24012v  207% $2,401,881
Europe .o 109,060 8.2 100,362 8.1 109,026 9.4 928,407
ASIB e 197,503 14.9 171,461 138 © 91,908 19 1,681,306
Other aras ....cooccoveereeennn ereerens 107,103 8.2 105,274 85 81,824 7.1 911,748
Total e ¥695,815 52.6% ¥613,944  49.4% ¥522,879 451% $5,923,342

Effective April 1, 2004, the Company changed its accounting policy for the percentage-of-completion
method to be applted to long-term contracts exceeding ¥3,000 million. Previously, it had been applied to
Iong-term contracts exceeding ¥5,000 million. This change had insignificant effect on overseas sales.

North America includes mainly the U.S.A. and Canada. Europe includes mainly the Netherlands, the
United Kingdom and Norway. Asia includes Taiwan, China, Korea, the Philippines and Indonesia. Other areas
include mainly Panama, Brazil and Australia.

22. Additional
information

iy

(a) On April 1, 2003, NIPPI Corperation became a wholly-owned subsidiary of the Company by exchange
of shares. The acquisition has been accounted for under the purchase method, with the excess of the .
* purchase price over the estimated fair value of the net assets acquired included in gooduwill in the amount
of ¥2,974 million. T
(b) Effective April 1, 2004, the Company changed the accounting periods for consclidation of five subsidiaries
(Kawasaki Motors Japan Ltd., Kawasaki Motors Corp., U.5.A., Kawasaki Moters Europe N.V,, and two
_ other subsidiaries) from the 12 months ended December 31 to the 12 months ended March 31 to improve
transparency and quality of consolidated financial staterments. :
" The effect of this change was to decrease the Company's retained earnings as of the beginning of this
fiscal year by ¥222 million in the year ended March 31, 2005. '
{c) Until for the year ended March 31, 2005, the Company and its domestic consolidated subsidiaries provid-
" ed for retirement and severance benefits for directors and statutory auditors principally at 50 percent of
- the amount required if they retired at the balance sheet date. Effective April 1, 2005, the Company and its
domestic consolidated subsidiaries terminated this plan and changed its presentation from “Directors’
and statutory auditors' retirement and severance benefits” to other long-term liabilities in the consolidated
. balance sheet as of March 31, 2006.

23. Subsequent
events !

On June 27, 2006, the following appropriation of non-consolidated retained earnings was approved at the

ordinary meeting of shareholders of the Company:

Thousands of
Millions of yen  U.S. dollars

Cash dividends (¥3.0 Pershare) ..o ¥4,673 $39,780

24, Other matters

{a) On August 31, 2005, the Company received a judgment from the Kyoto District Court requiring reim-
bursement of ¥1,144 million (39,739 thousand) to Kyoto City in a suit brought by citizens of the city claim-
ing that the Company unfairly bid on a construction contract for a garbage incineration facility in Kyoto

* City which the Company was awarded in 1996. On September 12, 2005, the Company appealed against
the judgment to the Osaka High Court.

{b) On April 25, 2006, the Company received a judgment from the Fukuoka District Court requiring reim-
bursement of ¥2,088 million ($17,775 thousand} jointly with Hitachi Zosen Corporation and three other

. companies to Fukuoka City in a suit brought by citizens of the city claiming that the Company unfairly
bid on a construction contract for a garbage incineration facility.in Fukuoka City which Hitachi Zosen
Corporation was awarded in 1996, On May 9, 2006, the Company appealed against the judgment to
the Fukucka High Court.
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't " .‘1‘1..."‘&»..
Report of Independent Pubhc Accountants

" i |
To the Shareli'holders and the Board of Directors of Kawasaki HeaV)ﬁ Industries, Ltd.:
Iir .r l1 J‘ i
We have audlted the accompanylng consolidated balance sheets of Kawasaki Heavy Industrles Ltd. and consolidated subsidiaries as of

|
March 31, 2006 and 2005, and the related consolidated statements of income, shareholders equlty and cash flows for each of the three

years in the period ended March 31, 2006, expressed in Japanese yen. These consolidated financial lstatements are the responsibility of the

Company's management Our responsibility is tol independently express an opinion on these consolidated financial statements based

[

on our audits. : | . !
) | | |
r |
|
We conducted our audits |n‘accordance with audltrng standards generally accepted in Japan Those standards require that we plan and

perform the audrt to obtain reasonab!e assurance about whether the financial statements are free bf material misstatemnent. An audit
includes examining, on a te5|‘t basis, evidence supporting the amounts and disclosures in thle financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, llas well as evaluating the overall financial
statement preSenltation. Wel‘belreve that our audi*;cs provide a reasonable basis for our opinion.

" I . l : :
In our opinion, the consolidated financial statements referred to abé\re present fairly, in all material respects, the consclidated financial

]
position'of Kawasaki Heavy Industries, Ltd. and supsidianes as of March 31, 2006 and 2005, bnd the consolidated results of their opera-

tions and their cash flows forieach of the three y‘ea;rs in the pericd ended March 31, 2006, in co'nforr‘nity with accounting principles
generally accepted in'Japan ‘

. L B

Without qualifying our opinicn, we draw attention to the following. 1 ‘

1

I

|
o b

{1} As discussed in Note 2. (g) 1 the consclidated flnandal statements effective April 1, 2004, the Company changed its accounting

N
policy for the percentage-of-completion method to be applied to' Iong -term contracts

(2) As discussed in Note 2. {0} to the consolidated f|nancnal statemen'gs, effective April 1, 2005, ti‘xe Company and its domestic consoli-

Lt - . . A ) I
dated subsidiaries adopted a new accounting st;andard for impairment of fixed assets.

- . i
N d \
" | 1 . |

. , . R | b
The U.S. dollar arnounts in thg accompanying ccmslolidated financial statements with respect to the year ended March 31, 2006 are

|
presented solely for convemence Our audit also rncluded the translation of yen amounts into U 5. dollar amounts and, in our opinion,
i

" such translatron has been made on the basis descrlbed in Note 1 to the consolidated financial statements
. . I |

, |
f '
i l
|

kPMm AzsA t ¢

KF’MG AZSA & Co.
Kobe, Japan
June 27,2006 .
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Dirc'ectors, Corporate Auditors, and Executive Officers

|
DIRECTORS

Tacliaharu Ohashi*

President

i L )
Masatoshi Terasaki*

Senior Executive Vice President
| .

Chikashi Motoyama*

" Senior Vice President

Akira Matsuzaki*
Senior Vica Frasident

Tellkashi Yoshino*

Senior Vice President

\..'. .

Masashi Segawa* Shinichi Tamba*

Seniar Vica President

! ' .
Jiro Noguchi*
S;enior Vice President

|

f
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Senior Vice President

CORPORATE AUDITORS

Tadao Ueda

Akira Tanoue
Hiroshi Kawamoto**
Kenzo Doi**

* Representative Director
** Qutside Auditor



EXECUTIVE OFFICERS !
‘ | [

President

'i'adaharu Ohashi

Seniér Executive Vice President

1

Masatoshi Terasaki
i ' | 2
Lo ' I
Senior Vice Presidents

LI'akarshi Yoshino ' I

President . |

Gas Turbines & Machinery Comp‘%ny

Akira Matsuzaki

'General Manager

Corporate Technology Divisian |

:Chikashi Motoyama B

President ‘
‘Aerospace Company. /

Jiro Noguch'i ' :
Senior Manager I
.Corporate Planning Department:

'Masashi Segawa ”
i President o I

« Rolling Stock Company

o : |
Shinichi Tamba |

! President i

, Consumer Products & Machinery Company

J
|
J
|

fo

Executive Officersl‘

. Shigeru Hamadé

Shuji Mihara

Norio Tanaka

I
| ¢
Kouyu ltoga :

Fumiaki Amae

f
Kazuhiko Mishiniwa

Masatoshi tha‘_mfa

Shuichi Nose

Tamio Nakano , .
o
Hidetsugu Horikawa

Akira Hattori |

!
Satoshi Hasegawa
|

Yuichi Asano |

Shinichi Suzuki

Toru Yamagucﬁi .

Shigeru Muray::ama ._

|
Mitsutoshi Tak?o

Sosuke Kinoucri

Yoshio Kawaerq
Kyohei Matsuo:ka‘
Seiji Yarnashita‘|

Takeshi Sugav\;ara

{As of June 28, 2006)
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|

Major Consolidated Subsidiaries and Affiliates

- - ' Paid-in Capital Equity
I Name * Location * [Millions of yen, {% ownership by Principal Businesses
1 ! uriless otherwise noted) KHI Group)
| SHIPBUILDING ) |
Ka;wasak'\ Shipbuilding Corporation Japan 10,000 100.00 Design, manufacture, sale, and maintenance of
. ’ commercial and naval vesseals and marine applica-
' tion equipmant
Nantong Cosco KHI Ship Engineering Co., Ltd.! China CNY1,302,200° 5000 Manufacture and sale of ships .
BOLLING STOCK & CONSTRUCTION MACHINERY I
Kaiﬂasaki Machine Systemns, Ltd. Japan ] 743 100.00 Sale and repair of construction machinery,
* l gas turbine generators, and industrial robots
Nichije Manufacturing Co., Ltd. Japan 120 50.04 Manufacture and sale of snowplows
Fukze Powtec Corporation ' Japan 00 100.00 Manufacture and sale of pulverizing equipment,
) principally generators
Kawasaki Rail Car, Inc. v U.SA. . US$s0,600" 100.00 Engineering, manufacture, sale, and after-sales
T . service of ralling stock in the United States
Kav:vasaki Construction Machinery Corp. USA. - US$8,000* 100.00 Manufacture and saie of construction machinery
of America . in the United States
Ean%hTechnica Co., Ltd Japan ' 1,200 50.00 Design, manufacture, and sale of crushers, grinders, .
| sorters, and other equipment
| AEROSPACE |
NIPPI Corporation | Japan . 6,048 100.00 Manuf‘acture, maintenance, and modification of air-
craft and components; manufacture of rocket com-
ponents, aerospace equipment, targeting systems,
nondestructive testing systems, and industrial fans
Kawasaki Helicopter System Ltd. Japan . 20 100.00 Transportation of passengers or cargo by helicop-
! t ' ter; maintenance and répair of helicopters
and flight training services; research, dasign,
and construction of heliports
Nippi Kosan Co., Ltd. Japan 120 100.00 Design and supervision ¢f building construction
' - work, sale of herbicidal soil, manufacturing and sale
of rust-resistant packaging materials, and insurance
agency husiness
Kawasaki Agronautice do Brasi IndUstria Ltda Brazil R45,000* 100.00 Assembly of major wing section for Embraer 190/195
| GAS TURBINES & MACHINERY [
Kawa:sakl Themal Engineering Ca., Ltd. Japan 1,460 83.61 Manufacture, sale, and installation of general-
1 purpesé boilers and air- conditioning equipment
Kawasaki Gas Turbine Europe G.m.b.H.. Germany €766 100.00 Sales, packaging, installation, after-sales service,
‘ and customer training related to gas turbine
! engines, gas turbine generators, and related
! machinery
Wuhan Kawasaki Marine Machinery Co.; Ltd. China 1,100 55.00 "Manufacture, sale, and after-sates service
“of Kawasaki-brand azimuth thrusters, side thrusters,
and othér machinery
China US$9,673,500 50.00 Manufacture, sale, and maintenance of absorption

Tonfang Kawasaki Air-Conditioning Co., Lid.!

N hl
¢ooling and heating machinery and refrigeration
equipment
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. ‘ ‘ Paid-in ;:apital . Equity L
{ Name | Lecation {Millions of yen, * ¢ . (% ownership . Principal Businesses
! I | unless otherwise noted) by KHI Graup) ‘
| PLANT & INFRASTRUCTURE ENGINEERING : ' i |
Kawasaki Plant Systerns, Lid, ' Japan | 15,000 10000 ! Design, manufacture, installation, maintenance,
, ) . ] ) I and sa'e of various types of industrial plants
JP Steel Plantech Cot . Japan ' |1,995 2481 |  Saleofand engineering services for steehworks
: ‘ i : plants and equipment
Shanghai Cosco Kawasaki Heavy Industries China US$29,800* 45.00 ' Manufacture and sale of steel structures
Steel Structure Col, Led? @ ‘ ] b '
| CONSUMER PRODUCTS & MACHINERY ! X ]
Kawasaki Motors Corperation Japan ; Japan ! 560 10000 | Distribution of motercycles and Jet Ski® water-
: : T | | craﬁ'in Japan
Kawasaki Metal Industries, Ltd. Japan | | 350 10000 1 Manufacture, processing, and assembly of various
‘ ) i | I[ ’ o ] ' steei products
Kawasaki Hydromechanics Corporation i Japan | l 435 100.00 i \' Manufacture, sale, and installation of hydraulic
: o i | j , presses and other hydraulic equipment
Kawasaki Motors Manufacturing Corp., U.S,A. USA. } US$‘/"D,000‘ o000 ! Manufacture of motorcycles, ATVs, Jet Ski®
® 1 watercraft, small gasoline engines, industrial
, ! ' robots, and rolling stock
Kawesaki Metors Carp., U.S.A, . UsA US$55,900" 100.00 : D{strlibution of motorcycles, ATVs, Jet Ski*
' l F wate‘rcraft, and smalt gasoline engines in the
. ) | ! |, United States
Kawasaki Motors Finance Corporation ” usa. | LiSs$10,000* 10000 | ' Invertory financing for dealers of Kawasaki
] . i} | ' : ‘ L Motaors Corp., U.S.A,
KM Receivables Corporation ! ' USa US$100 10000 | Management of accounts receivable of Kawasaki
j ! . 1 i - Motors Finance Corporation
Canadian Kawasaki Motors Inc. Canada ' C$2,000¢ 10000 |  Distribution of motorcycles, ATVs, and Jet Ski*
: f i | watercraft in Canada
Kawasaki Mctors Europe N.V. i Netherlands €14,093* 10000 ' Sole'distribution of motarcycles, ATVs, Jat Ski®
| : \ . ﬂ | Lo watercraf, and small gasoline engines in Europe
Kawasaki Motors Pty, Lid, i 1| Australia A$2,006 100:00 : " Distribution of motorcycles, ATVs, and Jet Ski®
: I | l . watercraft in Australia
P.T. Kawasaki Mator Indonesia Indonesi'a US$20,000° 5850 | Manufacture and distribution of motorcycles
) 4 . | | in Indonesia .
Kawasaki Motors [!’hi Is.) Corporaticn Philippin;es P101,430 50001 | Man;ufactu re and distribution of motereycles in the
. , ! } Philippines
Kawasaki Motors Enterprise (Thai]almd) Collid. Thai\andl 51,900,000 9263 . " Man;ufacture and distribution of motorcycles
' i in Thailand
Kawasaki Rabatics (U.S.A.), Inc. ! usa | US$1,000" 10000 |, Sale'and after-sales service of industrial robots
: ’ : : _ "|  intha United States
Kawasaki Robotics {UK) Ltd. Uk ! | E917" 100.00 | Sale;and after-sales service of industrial robots
, | ! in the U.K. and Ireland
Kawasaki Machine Systems Korea, Ltd. 5, Korea ' W1,500° 100.00 Sale'and after-sales service of industrial robots and

. robot systems
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Paid-in Capital . Equity

Name ! Location (Millions of yer, (% ownership by Principal Businesses
uniess otherwise noted)} KHI Group)
OTHER : . |

Kawasaki Precision Machinery Ltd. . Japan 3,000 100.00 Design, manufacture, sale, after-sales service, and
[ ' maintenance for hydrautic machinery and equiprment,
| * electric-powered devices, and control systems
Kawaju Shoji Co., Ltd. ' Japan 600 70.00 Trading
Kawasaki Life Corporation ' ) Japan a0 100.00 Administration of Company welfare facilities; real

! estate sales, leasing, and construction; insurance
‘ : representation, administration and maintenance,
| . , leasing, and provision of loans '
Kawasaki Precision Machinery (US.A), Inc. USA LJ5$5,000* 100.00 Manufacture and sale of hydrautic products
Kawasaki Precision Machinery (U.K.} Limited UK £5,000 100.00 Manufacture and sale of hydrautic products
Kawasaki Heavy Industries (U.K.) Lid. UK. £500* 100.0¢ Sate of KH( products in various countries in Europe

; {principally the LLK.), the Middle East, and Africa;

i provision of order intermediation services
Flutek Ltd. ‘ Korea Wi1,310* 50.38 Manufacture, sale, and after-sales service for

pumps used in construction machinery .
Kawasaki Precision Machinery (China) Ltd., China 150 100.0¢ Assernbly of hydraulic pumps and motors for
i ' construction machinery

+

Kawasaki Safety Service Industsies, Ltd.? Japan 1,708 3845 Manufacture, sale, and installation of hospital
i respiration, fire-extinguishing, and medical
I . ) equipment )
Kawasaki Setsubi Kogyo Co., Ltd.! 1 Japan 1,581 3387 Design and installation of air-conditioning, .
. ‘ hea'tingfcooling, water supply/disposal, and
sanitary facilities N
i ‘
: Monetary unit in thousands
‘;‘ Monetary unit in millions
1 Affiliate accounted for using equity method
Partially included in:
® Rolling Stock & Construction Machinary '
i* Gas Turbines & Machihery‘; h
Consumer Products & Machinery
!
{As of March 31, 2006)
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etwork .

]

Koke Head Office
Kobe Crystal Tower,
1-3, Higashikawasaki-cho 1- chome
Chuo-ky, Kobe, Hyogo 65_0 8680 Japan
Phone: 81-78-371-9530
Fax 81-78-371-9568 i

Tokyo Head Office
World Trade Center Bldg.;
4-1, Hamamatsu-cho 2-chome,, |
Mlnato-ku Tokyo 105-6116, Japan |
Fhone: 81-3-3435-2111
Fax: 81-3-3434-3037

‘ .
DOMESTIC WORKS |

Gifu Works |
1, Kawasaki-cho, Kakamigahara;

Gifu 504-8710, Japan i
Phone: 8§1-58-382-5712 , | !
Fax: 81-58-382-2981 ) ‘i

Nagoya Works 1
3-11, Kusunoki, Yatom,
Aichi 498-0066, Japan
Phone: 81-567-68-5117
Fax: 81-567-68-5050 ' . |

Nagoya Works 2-

7-4, Kanaoka, Tabishima-mura, ,
Ama-gun, Aichi 490-1445, Japan |
Phone: §1-567-55-0800

Fax: 81-567-55-0803 !

Kobe Works

1-1, Higashikawasaki-cho 3-chome,
Chuo-ku, Kobe, Hyogo 650-8670, Japan
Phone: 81-78-582-5001 |
Fax: 81-78-682-5503

Hyogo Works

1-18, Wadayama-dori 2-chome;
Hyogo-ku, Kobe, Hyogo 652-0884, Japan
Phone: 81-78-682-3111

Fax: 81-78-671-5784

Akashi Works

1-1, Kawasaki-cho, Akashi,
Hyoga 673-8666, Japan
Phone: 81-78-921-1301
Fax: 81-78-921-5313

Seishin Works

8-1, Takatsukadai 2-chome,

Nishi-ku, Kobe, Hyogo 651-2271, Japan
Phone: 81-78-992-1911

Fax: 81-78-992-1910

Kakogawa Works

170, Mukohara, Yzmanoue, Hiraoka-cho,
Kakogawa, Hyogo 6750112, Jepan
Phone: 81-79-427-0292

Fax: 81-79-427-05564

Banshu Works

2680, Oka, Inami-cho,

Kako-gun, Hyogo 675-1113, Japan
Phone: 81-79-495-1211

Fax: 81-79-495-1226 '

Harima Works

8, Niijima, Harima-cho,

Kako-gun, Hyogo 675-0155, Japan
Phone: 81-79-435-2131

Fax: 81-79-435-2132

OVER|SEAS OFFICES
Seoul Office

clo Kawasakl Machine Systems Korea, Ltd.
3rd Floor {307}, Industrial Complex Support Bldg.,

637, Kojan-Dong, Namdong-Gu,
Incheon, 405-817, Korea
Phone: 82-32-821-694)
Fax: 82]32-821-6947

Beijing Office

Room No. 2602, China World|Tower 1,

China World Trade Center,
No. 1, Jian Guo Men Wai Avenue,
Beijing (100004,

People’s Republic of China
Phone: 86-10-4505-1350
Fax; awo £505-1351

Shangha| Office

13th Flgor, HSBC Tower,
1000, Lujiazui Ring Road,
Pudong New Area, '
Shanghai 200120,

Pecple's Republic of China
Phone: 86-21-6841-3377
Fax: 86- 21 68412266

Taipei Offlce

15th Floor, Fu-key Bldg.,
99 ten-Ai Road, Section 2,
Taipei, Taiwan

Phone: 886-2-2322-1752
Fax: BBb-2-2322-5009

Bangkok Office

17th Flsor, Ramaland Bldg.,
952 Rama 4 Road, Bangrak,
Bangkok 10500, Thailand
Phone: 66-2-632-9511

Fax: 66?-632-951 5

Kuala Lumpur Office
Letter Box No. 162,

6th Floor, UBN Tower,

10 Jalan P. Ramlee 50250,
Kuala Lémpur, Malaysia
Phone: 60-3-2070-5141
Fax: 60-3-2070-5148

Jakartar Office

12th Floor, Skyline Bldg.,
J. MHThamrin 9,
Jakarta 10340, indonesia -
Phone: 62-21-314-0737
Fax: 62-21-314-1049

MAJOR SUBSIDIARIES
AND AFFILIATES

Kawasaki Shipbuilding Corporation
1-1, H\gashnkawasak»-cho 3-chome, Chuo-ku,
Kobe, Hyogo 650-8670, Japan
Phone: 81-78-682-5501
rax: 81-78-682-5514
‘ Sakalde‘ Shipyard
1, Kawasaki-cho, Sakaide,
Kagawa 762-8507, Japan
Phone: 81-877-46-1473
[Fax: 814?77‘46 7006

Kawasaki Precision Machinery Ltd.
234 Matsumoto, Hazetani-cho, Nishi-ku,
Kobe, Hyogo 651-2239, Japan

Phone §1-78.991-1133

Fax’ §1-78-991-3186

Kawasakn Plant Systems, Ltd.

IKobe Head Office

1-1, Hugashlkawasakl-cho 3-chome, Chuo-ku,
'Kobe Hyogo 650-B670, Japan

Phone: 81-78-682-5200

| Fax: 81-78-682-5574

| Tokya Head Office

*11-1, Minamisuna 2-chome, Koto-ku,
|Tokyo 134-8588, Japan

Phone: 81-3-3615-5200

|Fax: 81- 78-5690-3159

Kawasaki Thermal Engineering Co., Ltd.
18-31, Higashinakajima 1-chome,
H.gashlyodogawa ku, Osaka 533-0033, Japan
Phone: 81-6-6325-0300

Fax: 81-6- 4325-0301

NIPPI Corporatlon

3175 Showa-machi, Kanazawa-ku,
Yokohama, Kanagawa 236-8540, Japan
Phone: 81-45 773-5700

Fax 81-45.773-5101

Kawasakl Heavy Industries (U.5.A.), Inc
599 Lexington Avenue, Suite 3901,

New York] NY 10022, U.S.A.

Phone: 1-212-759-4950

Fax: 1-212-759-6421

|Hc:\uston Branch

1333 Clay Street, Suite 4310,
IHouston) TX 77002-4109, U.S.A.
|Phone; 1:713-654-8981

|Fax: 1-?1[3—654-8187

Kawasaki Rail Car, Inc,

28 Wells Avenue, Building #4,
Yonkers, NY 10701, U.S.A.
Phone; 1-914-376-4700

Fax; 1 914| 376-4779

Kawasakl Robotics {U.5.A), Inc.
28140 Lakeview Drive,

Wixom, MI 48393, U.S.A.

Fhone: 1-248-4446.4100

Fax: 1-248-446-4200
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Kawasaki Motors Corp., U. S Al
9950 Jeronimo Road,

Irvine, CA 92618-2084, US A
Phone: 1-949-770-0400

Fax- 1-949-450-5600

*Grand Rapids Office

| 5080 36th Street S.E., '

" Grand Rapids, M1 49512, U.5.A.

+ Phone: 1-614-949-6500 .

| Fax: 1-616-954-3031 .

Kawasaki Precision Machinery (U.5.A.}, Inc.
5080 34th Sireet S.E.,

Grand Rapids, MI49512, U.S.A.

Phone: 1-616-%4%-6500

rax: 1-616-975-3103

Kawasaki Motors Manufacturing Corp.,
US.A. '

6600 Northwest 27th Street,

Lincoln, NE 68524, U S.A.
Phone: 1-402-476-6600
Fax: 1-402-476-6672

'

Maryville Plant
28147 Business Highway 71,

| Maryville, MO 64468, US.A,
Phone: 1-6560-582-5829 .
Fax: 1-660-582.5826 .

Kawasaki Construction Machlnery Corp.
of America

2140 Barrett Park Drive, Suite 101,
Kennesaw, GA 30144, USA.

Phone: 1-770-499-7000

Fax: 1-770-421-6842

]

Canadian Kawasaki Motors Inc.
25 Lesmill Road, Dan Mills,
Toronta, ON M3B 273, Canada
Phone: 1-416-445-7775

lFax: 1-4146-445-0391

Kawasaki do Brasil Industria

:e Comércio Ltda.

Avenida Paulista, 542-6 Andar,

Bela Vista, 01310-000, S30 Paulo, S.P., Brazil
Phone: 55-11-3289-2388

lFax 55-11-3289-2788

Kawasaki Heavy Industries (U K.) Ltd.
4th Floor, 3 5t. Helen's Place, ,

_London EC3A 6AB, UK.

Phone: 44-20-7588-5222 oo

IFax: 44.20-7588-5333

Kawasaki Precision Machinery (U.K.) Limited
Ernesettle Lane, Emesettle, Plymouth

Devon PLS 254, UK

Phone; 44-1752-354394

lFax: 44-1752-364816 !

Kawasaki Robatics (UX) Ltd.
Units 6 & 7, Easter Court,
Europa Boulevard Westbrook,
Warrington WAS 728, U.K,
Phone: 44.1925-713000 !
fFax: 44.1925-713001

Kawasaki Gas Turbine Europe G.m.b.H.
Nehrmg Strasse 15,

61352 Bad Homburg, Germany

Phone: 49-6172-7363-0

Fax: 49-6172-7363-55

Kawasaki Robotics G.m.b.H.

29 Sperberweg, 41468 Neuss, Germany
Phone: 49-2131-3425-0

IFa)(: 49-2131-3426-22

Kawasaki Heavy Industries (Europe) B.V.
7th Floor, Riverstaete,

Amste\dljk 166,

{1079 LH Amsterdam,

|The Netherlands

Phone: 31-20-644686%

Fax: 31-20-6425725
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KH! Europe Finance B.V.
Hoekenrode &,

1102 BR Amsterdam,

The Netherlands

Phone: 31-20-6293800

Fax: 31-20-6294561

Kawasaki Motors Europe N.V.
Opaallaan 1210,

2132 LN Hoofddorp,

The Netherlands

Phone: 31-23-567-0500

Fax: 31-23-563-9884

U.K. Branch

1 Dukes Meadow,

Millboard Road, Bourne End,
Buckinghamshire SL8 5XF, UK.
Phone: 44-1628-856600

Fax: 44-1628-856799

. Germany Branch

Max-Planck-Strasse 26,

61381 Friedrichsdorf, Germany
Phone: 49-6172-7340

Fax: 49-6172-734160

France Branch .

Parc d'Activités de [a Clef de Saint-Pierre,
Rond-Point de I'Epine des Champs, Batiment 1,
78990 Elancourt Cedex, France

Phone: 33-1-30-69-0000

Fax: 33-1-30-69-5001

Italy Branch

Via Meraviglia 31,
20020 Lainate, ltaly
Phone: 39-02-9328521
Fax: 39-02-932852-84

Sweden Branch
Haradsvigen 255,
Huddinge, Sweden
Phone: 46-8-464-02X
Fax: 46-8-464-0240

Spain Branch

Calle Plomo 5-7,
Edificio SERTRAM 4,
08038 Barcelona, Spain
Phone: 34-93-223-1460
Fax: 34-93-223-1449

Benelux Branch

t Hofveld 6-C2, -
1702 Groot-Bijgaarden,*
Brussels, Belgium

Phone: 32-2-481-7820

Fax: 32-2-481-7829

Kawasaki Machine Systems Korea, Ltd.

3rd Floor (307},

Industrial Complex Support Bldg.,
637, Kojan-Dong, Namdong-Gu,
Incheon, 405-817, Korea

Phone: §2-32-821-6%41~5

Fax: 82-32-821-6947

Flutek Ltd.
Shin Chon Dong 192-11,

* Changwon shi, Kyung Nam, Korea

Phone: 82-55-286-5551
Fax: 82-55-286-5553

Wuhan Kawasaki Marine Machinery Co., Ltd,

No. 43 Wudong Road,
Qingshan, Wuhan,
People's Republic of China
Phone: 86-27-86410132
Fax: 86-27-86410136

Kawasaki Heavy Industries (H.K.) Ltd.
Room 4211-16, Sun Hong Kai Centre,

30 Harbour Road, Wanchai, Hong Kang,
People’s Republic of China

Phone: 852-2522-3560

Fax: 852-2845-2905 .

Kawasaki Motors Enterprise (Thailand) Co., Ltd.
129 Rama 9 Road, Kwaeng Huaykwang,

Khet Huaykwang, Bangkok 10320, Thailand
Phone: 66-2-246-1510 )

Fax: 66-2-246-1517

KHI Design & Technical Service Inc.
6F The Island Plaza, 105 L.P. Leviste St,,
Salcedo Village, Makati, Metro Manila,
The Philippines

Phone: 63-2-810-9213

Fax: 63-2-816-1222

Kawasaki Motors (Phils.} Corporation
Km. 23 East Service Road,

Bo. Cupang, Alabang, Muntinlupa,

Metro Manila 1771, The Philippines
Phone: 63-2-842-3140

Fax: 63 2-842-2730

Kawasakl Heavy Industries (Singapore) Pte. Ltd.
6 Battery Road, #18-04,

Singapore 049909 -

Phone: 65-62255133~4

Fax: 65-62249029

P.T. Kawasaki Motor Indonesia

JI. Perintis Kemerdekaan, Kelapa Gading,
Jakarta Utara 14250, Indonesia

Phone: 62-21-452-3322

Fax: 62-21-452-3566

"Kawasaki Motors Pty. Ltd.

Unit Q, 10-16 South Street,
Rydalmere, N.SW. 2116, Australia *
Phone: §1-2-9684-2585

Fax: 61-2-9584-4580

Tiesse Robot 5.p.A.

Via lsarella 32,

25010 Visano (Brescia), ltaly
Phone: 39-30-9958621

Fax: 39-30-9958677

Kawasaki Precision Machinery (China) Ltd.
Yangshan Industrial Park, 9 Guanshan Rd.,

New District, Suzhou, Peaple’s Republic of China
Phone: 84-512-66160365

Fax: 86-512-66160366

Nantong Cosco KHI Ship Engineering Co., Ltd.
117, Linjiang Road, Nantong City,

Jiangsu Province, People’s Republic of China
Phone: 86-513-350-0666

Fax: 86-513-351-4349

Tonfang Kawasaki Air-Conditioning Co., Ltd:
21-22F, B Building, Tsinghua Tongfang,

Hi-tech Plaza, No. 1 Wangzhuang Road,

Haidian District, Beijing, People’s Republic of China
Phone: 86-010-82378856

Fax: 86:010-62341080

Shanghai Cosco Kawasaki Heavy Industries
Steel Structure Co., Ltd.

5198 Hutai Road, Baoshan District,

Shanghai, People’s Republic of China

Phane: 84-21-5402-8888

Fax: 85-21-5602-5198

KHITKAN Co., Ltd.

G.K. Land Industrial Park, Moo 4,

Tambon Pluak Daeng,

Amghur Pluak Daeng, Rayong Province 21140,
Thailand

Phone: 646-38-9550462~66 N

Fax: 6&6-38-955047

(As of August 1, 2006)



Corporate Data

Kawasaki Heavy Industries, Ltd. h

| .

Kobe Head Office:
Kobe Crystal Tower,

- 1-3, Higashikawasaki-cho 1-chorﬁ1e,

| Chuo-ku, Kobe, Hyogo 650-8680, Japan

Tokyo Head Office: .

1 World Trade Center Bldg., |

; 4-1, Hamamatsu- cho 2-chome,
Minato-ku, Tokyo 105-6116, Japan

. ‘
Founded: 1878 : H
[ 1
Incorporated: 1896

Paid-in Capital: ¥92,084,962,505 “

Number of Shares'Issued: 1,557,714,707 shares

I . |
Number of Shareholders: 144,073

Number of Employees: 28,922 }
f

1 1
Stock Exchange Listings:
Tokyo, Osaka, Nagoya

Newspapers in Which Public Notlces Are Made:
! The Nihon Keizai Shimbun

i

l

| X
f "

Transfer Agent: f

' The Chuo Mitsui Trust and Banking Company, Limited

* 33-1, Shiba 3-chome, ‘
| Minato-ku, Tokyo 105-8574, Japan

Handling Office:

| The Chue Mitsui Trust and Banking Company, Limited

I (Osaka Branch Office 1

l 2-21, Kitahama 2-chome, '

. Chuo-ku, Osaka 541-0041, Japan
|

Independent Auditors:

| KPMG AZSA & Co.

| Kobe Crystal Tower,

1-3, Higashikawasaki- cho 1-chome,

| Chuc-ku, Kobe, Hyogo 650~ 8680 Japan
I

! .
ADR Facility: !

KH1 has a sponsored Amelerrcan DFposnory Receipt {ADR) facility.
ADRS are traded in the over—the counter (OTC) market in the United
States under CUSIP number 486 359 20 1 with each ADR representing

four ordinary shares,

ADR Depository: ‘

1 The Bank of New York:‘

i 101 Barclay St., 22 West,

New York, NY 10286, U.S.A.

Phone: 1-212-815-2042

U.S. Toll Free: 888-269-2377
(888-BNY-ADRS

http://adrbny.com |

. |
KHI Web Site at: htip:/fwww khi.co.jp

{As of March 31, 2006)
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ANNEX A

¢
it b

; JAPANESE LANGUAGE DOCUMENT

1 ‘ Flash financial results of thl: first quarter (on consolidated an
. dated .luly 28, 2006 (Press release)
(Exhlblt 1, Summary Engllsih translation attached)

!

|

|
I
|
|
d
]
!

Llst of Documents publlshed between July 1, 2006 and September 30, 2006

i
non-consolidated basis)

2 Medium-Term Business Plal:l Global K dated September 7, 2006 (Press release)

© (Exhibit 2, Summary English translation attached)

ENGLISH LANGUAGE D'OCUMENT

3 Annual Report for the year, ended March 31, 2006
(Exhibit 3)
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KAWASAKI HEAVY INDUSTRIES, LTD. AND CONSOLIDATED SUBSIDIARIES
FLASH CONSOLIDATED FINANCIAL RESULTS OF THE FIRST QUARTER (Unaudited)

For tbre;e months ended June 30, 2006 and 2005 and one year ended March 31, 2006

Operating résults

Net sales:

Operatmg income

Net i 1ncome ‘

Net income per share (Yen)

Financial condition

'
K

As of June 30, 2006
Asof Mgmh 31, 2006
As of June 30, 2006

As of June 30, 2006
As of March 31, 2006
As of June 30, 2006

Fiscal ygat forecast

.

One year ending March 31, 2007

Notes : 1.

-, 1 i

July 28, 2006
(Consolidated)

Thousands of

Millions of yen U.S. doilars
Three menths ended Three months ended % Three months ended
© Jun. 30, 2006 Jun. 30, 2005 Change Jun. 30, 2006
¥ 302,200 ¥ 264,080 +14% 3 2,622,.':"53
10,058 2,440 +312% 87,278
5,525 . 1,625 +240% 47,943
35 1.1

Millions of yen / Thousands of U.S. dollars

Total assets Shareholders' equity

¥ 1,267,200 ¥ 241,726
1,284,085 237,588
$ 10,996,187 $ 2,097,587

1

Yen/ U.S. doliars * Thousand shares :
Shareholders’ equity

less minority interests

Number of shares ,

issued and outlstanding

per share
¥ 151.7 1,557,492
152.5 ) 1,557,507
3 - 1.32 - :
Millions of yen . !
Net sales Net income '
26,000

¥ 1,350,000 ¥

[
i

f

prepared in conformity with generally accepted accounting prmcxples and practices in Japan.
2, AAll US$ amounts in these statements represent the anthmetlcal results of translating Japanese yen

to U.S. dollars on the basis of ¥ 115.24=§1, the rate prevallmg as of June 30, ‘7006 solely for the

convenience of the readers.

3.  ,Effective April 1, 2006, Kawasaki Heavy Industries, Ltd. and its consohdated submdlanes
adopbed a new accounting standard for "Statement of Changes in Net Assets” iSSued by the Accounting
Standards Board of Japan. As a result of adopting the standard, "Mmonty interests” and "Gains/losses
on hedgmg items" are presented in Shareholders' equity.

i

1
1
'
i

Ratio of shareholders'
equity to total assets

19%
19%

This "FLASH CONSOLIDATED FINANCIAL RESULTS" and following financial statements have been




Condensed Consolidated Balance Sheets
As of June 30 and March 31, 2000 !

Thousands of

Millions of yen _ U.S. doflars
As of As of , As of
+ Jun. 30, 2006 Mar. 31, 2006 Jun. 30, 2006
Assets ; 1
Current assets : ! ' :
Cash on hand and in banks . ‘ ¥ 25,914 ¥ ! 37,650 Ly 224,869
Receivables, less allowance 404,079 438,204 3,506,412
Inventories 403,512 383,017 3,501,492
" Other current assets 64,703 57,028, 561,465
Total current assets 898,208 . 915,899 7,794,238
Investments and long-term loans less allowance 75,676 ! 76,757 656,681
Net property, plant and equipment : 247,527 246,219 2,147,927
Intangible and other assets : 45,789 45210 397,335
Total assets ' ¥ 1,267,200 ¥ 1,284,085 $ 10,996,181
Liabilities and shareholders equnty . : ! ‘
Current liabilities :
Short-term borrowings ‘ .
and current pertion of long-term debt ¥ 193,227 ¥ , 162,746 3 1,676,735
Trade payables 352,725 409,942 3,060,786,
Advances from customers 119,103 - 98,590 1,033,521
Other current liabilities 109.608 ] 131,381 951,129
Total current liabilities 774,663 802,659 6,722,171
Long-term'liabilities : v ) :
Long-term debt, less current portion 167,516 (I 157;057 1,453,627
Others ! 83,295 81,273 722,796
Total long-term liabilities 250,811 238.330 2,176,423
Minority interests - 5,508 -
Shareholders’ equity : ' :
Common stock 92,085 - 92,085 798,071
Capital surplus 42,095 Y 42,004 365,281
Retained earnings 101,569 100,776 881,369
Treasury stock (45) ! (38) {390)
Net unrealized gains on securities 12,437 ! 14,097 107,922
Gains/losses on hedging items {679) : - (5,892)
Foreign currency translation adjustments {11,194) I (11,426) (97,136}
Minority interests 5,458 ) . - 47,362
Total sharcholders' equity 241,726 ‘237,588 2,097,587
. Total lizbilities and shareholders equity - : ¥ 1,267,200 ¥ ' 1,284,085 3 10,296,181
Condensed Consolidated Statements of Operations ‘ !
For three months ended June 30, 2006 and 2005 f
r ‘ : Thousands of
: . Miltions of ven U.S. dollars
Theree months ended Three months ended % Theree months ended
h Jun. 30, 2006 Jun. 30, 2005 Change Jun. 30,2006
Net sales . . ¥ 302,200 ¥ 264,080 - +14% $ 2,622,353
Cost of sales ’ 261,050 232,158 - ; 2,265 273
Gross profit 41,150 31,922 ‘ 357,080
Selling, general and administrative expenses . 31,092 29,482 " 269,802
Operating income . 10,058 2440 +312% 87,278
Other income (expenses) @ ’ '
Interest and dividend income 1,131 1,226, , 9,814
Equity in income of unconsolidated !
subsidianies and afTiliates 701 316, 6,082
Interest expc‘:nsc {1,585) (1,449) {13,753)
Other, net . {968) 1130 : (8,399)
[ncome before income taxes and | '
minority interests 9,337 3,663 ' +155% 81,022
[Income taxes {3,795) (2,043) {32,931)
Minority interests in net loss (income)
of consolidated subsidiaries (17} 5 A (148)
Net income ¥ 5525 ¥ 625, +240% § 47,943




IYEL 541t orders ana gperating LCOMme 11055) DY INAUsiry ségment

For three ménrhs ended June 30, 2006 and 2003 _

Net sales :
Shipbuilding
Rolling Stock
& Constru“ction Machinery

Aerospace
‘Gas Turbines & Machinery

Plant & lnﬁagnucmrc Engineering
Consumer prbduc:s & Machinery
Other i‘-

Total X

Orders : ‘
Shipbuilding
Rolling Stock
& Constru‘uf:lion Machinery
Aerospace
Gas Turbines & Machinery
Plant & Infrastructurc Engineering
Consumer products & Machinery
- Other -
Total

I
1\
. Operating income (loss) :
Shipbuilding .:‘
Rolling Stock' -
& Construction Machinery
Acrospace
Gas Turbines & Machinery
Plant & Infrastructure Engineering
Consumer products & Machinery
Other

Total

| v

Thousands of

¥ 10,058 ¥ 2,440

Millions of yen : U.S. dollars
Three months ended Three months ended % Three months ended
Jun. 30, 2006 _ Jun.30,2005 | Change Jun. 30, 2006
¥ 16,389 (5%) ¥ 25856  (i0%) -37% $ 142,216
40,958  (14%) 31,216 (12%) +31% 355,415
40,756  (13%) 35568  (14%) +15% 353,662
39,064 (13%) 2915 (12%) +19% 338,979
24,261 (8%) 26,607 (10%) - 9% 210,526
106,692  (35%) 84,281  (32%) +27% 925,824
34,080  (12%) 27,637 (10%) '23% 295,731
¥ 302,200 (100%) ¥ 264,080 (/00%) +14% 3 2,622,353
' Thousands of
Millions of yen . i U.S. dollars
Three months ended ‘Three months ended % Three months ended
Jun. 30, 2006 Jun. 30, 2005 Change Jun. 30, 2006
- ' : i
¥ 23949  (8%) ¥ 23492 (10%)) 2% 3 207,818
51,168  (16%) 8,674  {4%) +490% 444,013
27,706 (9%) 18402 (8% +51% 240,420
35,858  (11%) 62,033 (26%) 42% . 311,159
31,395 (10%) 13,231 (6%) . +137% 272,431
108,692  (34%) 84281 (35%) +27% 925,824
39,253 (12%) 28276 (1i%) " +39% 340,620
¥ 316,021 (100%) ¥ 238389 (100%), +33% 3 2,742,285
]
' Thousands of
Milliors of yen . U.S. dollars
" Three months ended Three months ended ! Three months ended
Jun. 30, 2006 Jun. 30, 2005 ' Jun. 30, 2006
I
¥ (2,227} y 332 ! $ {19,324)
2,943 229 . 25,538
588 1,768 i : 5,102
1,947 48 " 16,895
(992) {4,984) ! : (8,608)
5,628 3203 . ' 48,837
2,171 , 1.844 , 18,838
$ 87,278
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Medium-Term Business Plan Globalf{KﬁrC [y A

“Global Kawasaki” — The Next Exciting Stage . A3

[ bf?r’oghrr ! JIII“ig".‘”

Tokyo, Sep. 7, 2006—Kawasaki Heavy Industries, Ltd. (KHI) today issued its new medium-
term business plan, Global K, covermg the period from FY2006, endmg March 31, 2007, to
FY2010. In this plan, the Company aims to further enhance strategies and measures set in the
previous K21 Medium-Term Business Plan, under which it established a stable earnings
structure. Having decided on its corporate vision and what each business should be 10 years in
the future, KHI has set the Global K plan to guide the next five years, with a view to achieving
its vision. The plan will be reviewed at its halfway point in FY2008, reflecting its progress.

. |
1. Corporate Vision:

Enriching lifestyles and helping safeguard the env1ronment
Global Kawasaki © |

KHI aims to become a leading global enterprise that enriches 1ifestylés and helps safeguard
the environment through its businesses, which encompass land sea, and air transportation

- systems, and the energy and envrronmental englneermg sectors.

: r

2. Basic Objectives: ' - i
The Company should leap forward to become a highly proﬁtab!e globally recognized
enterprise during the period of the Global K plan by implementing the principal

management policies of “Quality Followed by Quantlty,” select1v1ty and concentration, and
stronger non-price compentlveness

(l) Implement ongoing reforms to establish a sustainable grow‘th cycle.

(D) Achieve steady growth in keeping with the Global Kawasgkr vision.
" (3) Build a solid Kawasaki brand by leveraging consumer trust.

(4) Reinforce CSR organization to enhance Corporate Quality.
| !
; |

3. Gist of the Plan: ' .
(1) What Each Business Should be 10 Years in the Future: |

. > Rolling Stock: a world-class maker of rolling stock systems that draw on top
© " technologies and quality \

> Aecrospace: a leader in Japan’s aerospace industry, with solid competitiveness
internationally in aircraft manufacturing |

» Gas Turbines & Machinery: a prime mover manufacturer w1th world-class
technologies in the transportation equipment and energy fields

» Consumer Products & Machinery: a ieisure vehicle and enéine manufacturer with
a top brand recognized for high quality and high performance

> Energy & Environmental Engineering: a global leader in errergy and
environmental engineering with a reputation built on superb, proprietary
. i !




:(3) Plans for Allocation of Management Resources:

' technologies |

/> ‘Industrial Robots: a world- leading industrial robot manufacturer with a reputatlon
built on key and systems technologles for high- performance and mu]ufunctloml
. robots -~ S :

> thpbunlding: a shipbuilder with world-class proﬁtability that draws on advanced
technologies and Chinese production sites to withstand market swings

:! > Industrial Hydraulic Products: one of the world’s top five hydraulic equlpment
‘ makers, with outstanding technologies and product quallty

(2) Selectivity and Concentration: ! :
1} Positioning of the Businesses ! !

¢ Four Core Businesses: Rolling Stock, Aerospace, Gas Turbines & Machinery,
and Consumer Products & Machinery-—should be operating globally as -
earnings drivers of the KHI Group.

|

¢ Developing Business: Energy & Environmental Engmeermg—should be
nurtured as a new earnings driver of the Group by implementing various
measures including reorganization of the business and M&A.

- @ Self-sufficient Businesses: Industrial Robots, Shipbuilding, and Industrial
Hydraulic Products—should be established as a spec1al|st in each business
field and secure stable earnings.

i

2) Positioning of Business Units/Products :

¢ Accelerate selectivity and concentration of BUs/products judging from their
competmve technological and other advantages and the possibility of
improving profitability. . - ) '

¢ Classify BUs/products into four categorles Prlorlty busmesses developmg
businesses, businesses with stable earnings, and businesses requiring
structural reform. Priority businesses and developmg busmesses will receive

weighted management resources. ! |.

-# Policies for the businesses requiring structura] reform will be decided after
examining their importance and positioning in the medium term vis-a-vis
their market environment, the possibility of proﬁtablllty improvement, and
strategic value for the KHI Group.

'
|
'
i
|

1) Capital investment plan

4 Invest ¥_300 billion over five years, or ¥60 billion annually.

¢ Invest ¥13 billion more annually than the average annual cost base for the
past three years, which was ¥47 billion. ! '

2) R&D investment plan |

& Invest ¥200 billion over five years, or ¥40 billijon annually.

4 Invest ¥13 billion more annually than the average annu_al cost base for the
past three years.



3) Personnel plan E

"To compensate for the increased number of employees at mandatory retirement -
age and to meet the Company’s expansion plans:

o & Hire 5,000 people over five years, or 1,000 people anndally

A ¢ Increase employee numbers to 31,000 at FY2010 year-end an increase of
' 2,000 from FY2005 year-end.

l !
t
(4) Priority Initiatives: | |
| .
1) Strengthen technological capabilities ‘»
With renewed awareness that technology is a key source of earnings, reinforce

technological development capabilities, production technology capabllltles and
intellectual asset strategies.

2) Encourage market- oriented thinking and action

Become more market-focused to strengthen non-price competmveness Keep in
mind that profits are generated from the market. All thmkmg and action in all
processes of business operations should stem from the market

l
i

3) Accelerate global business development !

Aimed at future growth, accelerate global business development in sales,
production and procurement, and cooperate with partner companies.

4) Create and cultivate new products and businesses : :

Cultivate next-generation core businesses throughout the Global K period by
overhauling technologies and creating new businesses fulﬁllmg high-priority
! social needs.

)
1
|

‘ 5) Strengthen Group management capabilities

While maintaining the advantages of the internal company system of management
efficiency and flexibility, reinforce Companywide strategy development and
Group management/oversight functions at headquarters'aimed at increasing the

“ centripetal force of the KHI Group and harmonizing the optimization of the
Company’s individual parts and the Group as a whole. |
Create a smaller, stronger and more agile headquarters, and selectwely reinforce
the operations of subsidiaries and affiliates.

o
}
.

'6) Promote CSR
' Improving management quality by promoting CSR

~ ® Enhance internal control sys'tems and compliance
Increase management transparency

Strengthen risk management capabilities

¢ o e

Endorse environment-friendly business operations




4 Quanntat:ve Targets:

Durmg the period of the Global K plan, the KHI Group should i 1mprove ROIC and the ratio .

of recurring proﬁt to sales.

I
I

| '
1

|

Before-tax ROIC:14%
The ratio of recurring profit to sales: 5.8%
(Recurring profit: ¥90 billion) |
Debt-to-equity ratio: 100% or less (FY2005
actual’ 135%) '
4 Equity ratio’ 30% or mox‘l*e (FY2005 actual:

0 Strengthen - L 2

;i profitability 2

0 Reinforce  financial

- position ' &
Notes

Recurrmg profit: the sum of operatmg income, net interest income (expenses) dividend

income, and other non- operatmg but recurring items.

Before-tax ROIC: earnings before interest and taxes (EBIT) divided by invested capital.

Debt-to-equity ratio: ratio of interest-bearing debts against tota! shareholders’ equity.

. . - (Billion yen)
FY2005 FY2008 FY2008 - FyY2a010
: (actual) (forecast) f :
Net sales 1,328.4 1,380.0 1,350.0 -~ 1,560.0
Operating income 41.7 4.0 © 65.0 100.0
Recurring profit 30.8 40.0 . 55.0 90.0
Ratio of recurring 2.3% 2.9% 4.1% 5.8%
profit to sales e ' \ ‘
Before-tax ROIC 5.1% 8.0% 10% 149%
| Foreign exchange| ¥108.3/US} ¥110/US$ ¥105IIUS$I ¥105/US%
rates ' S
Note |

Actual differences stemming from a change in accounting for retlrement benefits and
severance costs (approx. ¥13 billion) will be completely amortlzed in FY2009.

* Shareholder returns

|

: ¢ »  Qradually increase dividends in line with improved proﬁtability

*»  Medium- to long-term target of payout ratio: 30%, based on ﬁnan01al projections
and the progress of businesses in the plan.

1
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